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Dr. T. D. Ellsworth Granted 
Leave of Absence to Assume 
University Post 


After serving the New York University School of Retailing in 
several important capacities for twelve years, Dr. Theodore D. 
Ellsworth has been granted a leave of absence as Professor of Re- 
tatling to become Assistant Vice President for Development of the 
University. In his new position Dr. Ellsworth will be associated 
with Vice President Frank L. Howley in co-ordinating and direct- 
ing the varied fund-raising activities of the University to meet its 
$50 million annual budget. 

In 1947, at the conclusion of a five-year tour of duty with the 
United States Army during World War II, Dr. Ellsworth, now a 
colonel in the Army Reserves, joined the faculty of the School of 
Retailing. In 1951 he was appointed Editor of the JOURNAL OF 
Rerai.inG and Director of the school’s Research and Publications 
Division. Because of his rich experience as an executive and an 
educator, Dr. Ellsworth made many lasting contributions to the 
educational, research, and publishing programs of the school. 

Fortunately, while on leave of absence from the School of Re- 
tailing, Dr. Ellsworth will continue to play an active role in the 
affairs of the school. As Consulting Editor to the JOURNAL OF 
RETAILING, he will advise and assist his former colleagues who 
compose the Editorial Board, all capable people in their own right: 
Herman Radolf, Chairman and Associate Editor, Sallie W. Sewell, 
Managing Editor, and David J. Rachman, Research Editor, as well 
as other members of the administrative, business, and advisory staff 
who are named on the facing page. 

Although we will miss our daily contacts with Dr. Ellsworth while 
he is temporarily away from the School of Retailing, we will be 
constantly mindful of his ever-present influence and his ever-ready 
helpfulness. We are proud of his achievements, and we are pleased 
at the recognition accorded to him. 

I extend my congratulations to Dr. Ellsworth and my best wishes 
to the members of the staff of the JOURNAL OF RETAILING, 

Charles M. Edwards, Jr. 
Dean 
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A Scientific Approach to Retail 
Pricing 


GORDON B. CROSS 


Dean, School of Business Administration, 
University of Hartford 


How complicated is retail pricing? Not very, if judged by the 
traditional practice of adding a fixed percentage to a cost in 
common use. 

But Dr. Cross seems to have torn away the one-dimensional 
facade which has obscured the true nature of the retail-pricing 
problem. Dr. Cross, now dean, School of Business Administration, 
University of Hartford, and formerly a member of the faculty at 
the New York University School of Retailing, has broken the price- 
making function down to its component parts or fundamental vari- 
ables. He illustrates his principles with specific calculations, using | 
one variable at a tine. 

Read the following article and decide for yourself whether Dr. 
Cross has crashed through to a new merchandising frontier. Apply 


his principles practically to your organization to see how it works! 

And please write us your comments. 

The Editors 

0 

n 

During the past few years, there has been troubling retailers for genera- i 
have been several attempts to apply tions. : 
more scientific techniques to the prac- One of the leading thinkers and ¢ 
tice of retail pricing. Each of these writers in this field has been Professor p 
attempts has contributed something Malcolm McNair of Harvard Univer- P 
toward the solution of a problem which sity. Perhaps his most significant con- : 
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tribution has been to point out the 
weaknesses which have developed 
around the use of the retail method of 
inventory, especially when that method 
is used as a device for establishing the 
retail price of an item of merchandise. 
Professor McNair has_ repeatedly 
stated his conviction that retailers are 
faced with grave dangers if they con- 
tinue to use percentage ratios as their 
only guide in pricing.’ 

Another active worker in the field 
has been Robert I. Jones of Arthur 
Andersen and Company. His contribu- 
tion has been the introduction of the 
technique which has come to be known 
as “Merchandise Management Ac- 
counting.” * Mr. Jones has been in- 
terested chiefly in methods which will 
help the merchant develop better cost 
figures through which he can make 
sounder merchandising decisions. AI- 
though Mr. Jones has not tried to tell 
the merchants what their decisions 
should be or how they should be made, 
his many excellent articles and oral 
presentations have suggested ways and 


1Not all retailers use percentage ratios as their 
only pricing guide. Retail prices are established in 
many ways, including such practices as are in- 
corporated in ‘“‘Fair Trade’ contracts and by con- 
formity with suggested prices from the producer. 
The influence of percentage ratios has been strong 
in recent years, however, because of the wide use of 
the retail method of inventory accounting. The use 
of a planned initial markup percentage is an im- 
portant device in the retail method. Even when this 
markup percentage is not used across the board, its 
very existence influences the markup which is ap- 
plied to individual items in the merchandise mix. 
There is a definite reluctance on the part of mer- 
chants to use a markup which varies substantially 
from the planned average. Thus all markups tend to 
cluster closely around the planned initial markup 
percentage. 

2 See his article, “Objectives and Basic Principles 
of M.M.A.,” in the Special Issue on Merchandise 
Management Accounting, JourNaL oF RETAILING, 
Spring 1958, p. 1. 
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means of developing decision-making 
into a scientific process. 

In the Controllers’ Congress of the 
National Retail Merchants Association, 
Sam Flanel has actively supported the 
ideas of Professor McNair and Mr. 
Jones. In advancing their techniques, 
he has done much to arouse the interest 
of the merchants. Mr. Flanel has 
chosen to de-emphasize the connection 
between Merchandise Management Ac- 
counting and pricing. Instead he at- 
tributes more significance to the im- 
provements in cost control which can 
be realized through the new techniques. 
He seems to feel that it is wise to leave 
pricing decisions in the merchandising 
divisions where they properly belong. 

Some merchandising men _ have 
adopted the ideas of Professor McNair 
and Mr. Jones, but not as many as orig- 
inally expected. John Gotlinger of Gold- 
blatt’s, Chicago, has done some excel- 
lent pioneering work with his “Con- 
trollable Profit” program. Others have 
made experiments in particular depart- 
ments. Many more have studied these 
new concepts but have decided to await 
further developments before deciding 
to use them as a practical approach to 
the pricing problem. 

During this trial period, much crit- 
icism has been leveled at “Merchandise 
Management Accounting” and ‘Pric- 
ing for Profit,” the latter being the 
title under which Professor McNair 
first published his ideas. Some of this 
criticism has been constructive, and 
some has been destructive. The crit- 
icism may be summarized as follows: 

1. The procedures necessary to 

derive certain cost figures in 


the calculations are too expen- 
sive. 
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2. Variations in stock-turn rate 
are not given sufficient weight. 

3. The element of risk is some- 
times not considered. 

4. The importance of elasticity of 
demand, though recognized, 
has not been included in the 
calculations. 

5. The inadequacy of the tradi- 
tional methods and ratios used 
in merchandise planning has 
been shown, but little has been 
offered to replace them. 

6. Planning guideposts are needed 
before merchants can afford to 
experiment. 


These criticisms seem to arise be- 
cause of the fact that most of the work 
which has been done thus far has been 
concerned chiefly with variations in 
handling expenses among different 
items of merchandise. Such variations 
are very important—indeed they may 
well be the most important elements in 
price calculation. There are, however, 
several other kinds of variables which 
must be recognized and given appro- 
priate weight in any decision. 

Any system of price calculation 
which fails to take account of all 
known possible variables is, at best, 
capable of only theoretical application. 
No system of calculation can be prac- 
tical or useful that fails to provide a 
means for computing the effect of pric- 
ing by the use of sound accounting pro- 
cedures. A procedure is advanced here 
which recognizes variables too signifi- 
cant to be ignored and illustrates meth- 
ods of dealing with them. Variables 
which have only slight effect upon price 
calculations and pricing decisions are, 
for the sake of simplicity, not dis- 
cussed. 

The four variations that most 


directly affect the thinking that goes 
into our final price calculation are: 


Variations in stock-turn rate 
Variations in risk 

Variations in handling expense 
Variations in elasticity of de- 
mand 


errr 


Let us consider each in turn. 


Variations in Stock-turn Rate 


All stock represents an investment 
of capital. As long as it remains in the 
store, it occupies space not available 
for other merchandise. The rate of 
stock-turn, therefore, has a most de- 
cided effect upon the return on the in- 
vestment and the variation in rental 
costs. We shall examine the element 
of return on investment at this time 
and reserve a discussion of rental cost 
until we discuss the other variable ex- 
penses. 

As an example of return on invest- 
ment, let us assume that a merchant has 
an average investment of $80,000 in 
his business and that this investment 
is equally divided between fixed invest- 
ment and merchandise investment. If 
the merchant plans to realize a return 
of 10 per cent per year on his total 
investment, he must make an operating 
profit of: 


$80,000 x 10 per cent =$8,000 


However, since he will not realize any 
return from his investment in non- 
merchandise assets, he must realize all 
of the $80,000 from his investment in 
merchandise. Therefore his return on 
merchandise investment must be: 


$8,000 

$40,000 

3To illustrate the importance of the ratio of fixed 
investment to working investment, the following 


=20 per cent * 
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It must not be overlooked that this 
20 per cent represents the return on 
merchandise investment calculated on a 
yearly basis. The stock-turn rate will, 
of course, significantly affect this fig- 
ure. If we assume that, instead of one 
turnover per year, the merchant real- 
izes an average stock-turn of five times 
annually, we may calculate the required 
return on each turnover thus: 


per year 
Stock-turn rate 


The four per cent which was cal- 
culated just above may be defined as 
being the amount of profit margin (cal- 
culated as a percentage of cost) that 
must be made on each sale of an item 
which has the average turnover rate of 
five times. If an individual item can be 
made to turn ten times per year, the 
required profit margin on that item 
would be calculated thus: 


On the other hand, an item which turns 
slower than average must return a 
profit margin which is higher than the 
average of four per cent. For ex- 
ample, if an item has the extremely 


example is offered for comparison with the figures 
used above: 


Fixed Investment .............- $10,000 
Merchandise Investment ........ 40,000 
Tota] investment ............- $50,000 
Desired return per cent....... 10% 
Required dollar return........ $5,000 
Required return on merchandise investment: 
$5,000 _ 12.5 per cent. 
$40,000 
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slow turnover rate of once per year, 
the profit margin would be: 
20% 
1 


=20 per cent 


Variations in Risk 


All business enterprise involves some 
risk. Profits of businessmen are in 
large part their rewards for being able 
to cope with risk successfully. Risk of 
loss of merchandise in retailing has 
been greatly minimized since the days 
when goods were at the mercy of the 
elements, bandits, and other hazards of 
the open road, but it can never be elimi- 
nated. 

Today, merchandise risk in retailing 
has three forms: (1) losses arising 
from fire or other disaster, (2) losses 
from pilferage, and (3) losses due to 
merchandise depreciation. The first of 
these three is usually covered by some 
form of insurance, and the cost of that 
insurance is included as a part of reg- 
ular overhead expenses. It would be 
unrealistic to assume any substantial 
variation in disaster risk among dif- 
ferent merchandise items and therefore 
there will be no discussion of this 
factor here. 

Losses from pilferage will vary 
among different items, however. It is 
obvious that more fountain pens than 
pianos will disappear from a store in a 
given period. Even within a single 
classification of merchandise, losses 
due to pilferage will vary somewhat. 
Higher-priced goods are more desirable 
to the shoplifter. It is not possible to 
make a calculation which will determine 
just what the variations in pilferage 
loss will be. It is possible, however, to 
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estimate with reasonable accuracy how 
much the pilferage loss on a given item 
will vary from the average of the group 
in which the item is included. The 
following procedure for making this 
forecast is suggested. 


1. Express the shortage for 
the classification or department as 
a percentage of the Gross Cost of 
Merchandise Sold in the group. 

2. Adjust the shortage percent- 
age by using an estimated variable 
to represent the probability of 
variation from the norm for the 
item in question. 

3. Apply the adjusted shortage 
percentage to the cost of the item 
to determine the provision for pil- 
ferage loss. 


Example of shortage calculation for an 
item with a cost value of $100: 


Departmental Shortage x probability 


variable X cost 
2% X 25% X $100=$0.50.* 
Merchandise Depreciation. Losses 


from merchandise depreciation are 
usually measured by recording the 
markdowns which have to be taken in 
the merchandise which is offered for 
sale. In many lines of merchandise, 
these losses are the most serious losses 
of all. Perishable goods and fashion 
merchandise are prime examples of the 
kinds of merchandise which depreciate 
very rapidly. But here again all of the 
merchandise in a single department or 
classification will not be equally sus- 


*The principle of variation from the average is 
used extensively throughout this presentation. No 
precise method of measuring these variations has yet 
been developed. The lack of precise measurement, 
however, should not deter us from making an ad- 
justment where estimated variables will be closer to 
reality than departmental averages. Obviously, 
wherever precise calculations are practicable, these 
should be used. 
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ceptible to loss from depreciation, 
Therefore it will be helpful to resort 
to the device of the probability variable 
in forecasting losses from markdowns 
for an individual item. The deprecia- 
tion variable, however, is somewhat 
more difficult to estimate than is the 
variable for shortages. The variation 
in depreciation from the departmental 
average may involve the following 
factors: 


1. The degree of speculation in 
the purchase. Is it a new purchase 
or a reorder? 

2. The degree of perishability, 
either because of the nature of the 
goods or as a result of fashion 
obsolescence. 

3. The total quantity 
purchased at one time. 

4. The length of time which 
the merchandise is expected to be 
in stock. 

(This factor allows for the varia- 
tion that may result from quick pro- 
motions. ) 

5. The degree to which the ac- 
tions of competitors may require 
that markdowns be taken. 


being 


When the foregoing factors have 
been considered, the merchant may 
then arrive at the conclusicn that the 
risk of markdown depreciation on the 
item in question is greater or smaller 
than the average for the classification 
or department as a whole.° 

The probable depreciation for a 
given item can now be planned by the 
following procedure: 


1. Express the planned depart- 
mental markdowns as a percentage 


5A high degree of integrity is required in making 
estimates of variation from the norm in any factor. 
Since over-all averages cannot be ignored, it follows 
that there must be as much variation above the 
average as there is below the average. 
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of Gross Cost of Merchandising 
Sold. 

2. Adjust the markdown per- 
centage to the individual item by 
applying a probability variable. 

3. Apply the adjusted mark- 
down percentage to the cost of the 
item in question to determine the 
provision for price reduction or 
merchandise depreciation. 

Example of markdown calculation for 
an item costing $100: 
Planned Markdowns 


Gross Cost of Merchandise Sold 
< Variable x Item Cost 


5% X 50% x $100= $2.50 


Variations in Handling Expenses 


Much of the work which has been 
done in the field of pricing individual 
items has centered around attempts to 
calculate the costs of handling indi- 
vidual items of merchandise. The in- 
troduction of cost accounting into the 
field, as is done in Merchandise Man- 
agement Accounting, shows promise of 
making inroads into this very difficult 
problem. At the present time, however, 
there is no reason to believe that there 
will ever be a perfect solution to the 
expense allocation problem. Neverthe- 
less, experimentation in applying cost 
accounting techniques in the pricing 
field has caused us to recognize the 
existence of great cost variations among 
individual items. 

Wherever it is possible to calculate 
direct costs accurately and without un- 
due expense, it is wise to do so. For 
the purpose of this study, however, we 
will apply the principle of observed 
variation to the expense problem. In 
order to facilitate the discussion, we 
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will divide the expenses of a store into 
two classifications: (1) Direct Ex- 
penses, and (2) Overhead Expenses. 

Direct Expense: Under this classi- 
fication we will deal with those ex- 
penses which can be recognized as 
varying because of the nature of the 
merchandise involved. Only those ex- 
penses which vary substantially from 
the norm will be included. 

Overhead Expenses: In this classi- 
fication we will include all other ex- 
penses experienced by the store. We 
will focus our attention first on the 
direct expenses. The overhead ex- 
penses will be dealt with later in this 
presentation. 

In dealing with those expenses which 
vary because of the nature of the par- 
ticular item of merchandise, it has been 
found to be helpful if we arrange those 
expenses in the order in which they are 
incurred during the flow of goods 
through the store. A useful division of 
these expenses has been suggested by 
Professor E. M. Barnett of North- 
western University. He divides ex- 
penses into: (1) Acquisition Expenses, 
(2) Counter Expenses, (3) Explana- 
tion Expenses, and (4) Consummation 
Expenses. 

This breakdown will be used here in 
order to promote clarity of thinking, 
though a similar result could be 
reached without making such a divi- 
sion. 

Acquisition Expenses: As used here, 
acquisition expenses include the cost of 
buying, the cost of receiving, and the 
cost of handling the invoice. Viewed 
chronologically, the first expense in- 
curred is that of buying. The expense 
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of buying a single item may be cal- 
culated by the following procedure: 


1. Calculate the relationship be- 
tween the cost of the item and the 
Gross Cost of Merchandise Sold 
for the department as a whole. 

2. Apply the resulting percent- 
age to the total buying salary and 
expenses charged to the depart- 
ment. The result will be the cost 
of buying the item if there is no 
variation because of the nature of 
the item. 

3. Determine the variation 
from the norm by estimating the 
probability variable. Factors to be 
considered include: 


a. Is the item new, or is it 
merely being reordered ? 

b. How much time and effort 
were expended in making the 
selection ? 

c. Did the buyer have to 
travel in order to make the pur- 
chase? 


4. Apply the variable to the 
norm or average calculated in 
Point No. 2. Here is an example 
of how the buying cost can be fig- 
ured on our mythical Item “X” 
which has an invoice cost of $100: 


Item Cost . 
Departmental Buying 
Expense x Variable 
$100 


5% = 
$128,000 $4000 x 75% = $2.34. 

The second expense to be considered 
in this category is the expense of Re- 
ceiving. Receiving cost for Item X 
may be calculated as follows: 


1. Calculate the cost of receiv- 
ing each one hundred dollars’ 
worth of merchandise in the store. 
(Cost value) 

2. Establish the relationship 
between the cost of Item X and 
$100. Apply as a variable. 


3. Apply a variable which is 
based on the factors inherent in 
Item X which makes it more or 
less than normally expensive to 
receive. For example, items which 
are especially difficult to handle 
will generate higher receiving 
costs. 


Example: Receiving Cost 


per $100 x x Variable 
0.30% X 125% =$0.375 


The remaining variable among ac- 
quisition expenses is found in Accounts 
Payable Costs. Accounts Payable Costs 
for Item X may be calculated as 
follows: 


1, Determine the cost per invoice 
in the Accounts Payable sec- 
tion. 

Divide the cost per invoice by 
the number of items on the in- 
voice to determine the cost per 
item. 


Cost per Invoice 
Item count 
$0.30 _ $005 
6 
Counter Expenses. Counter expenses 
include all those which are incurred in 
keeping the merchandise on hand and 
in good condition from the time it is 
acquired until it is sold. It will be as- 
sumed here that the important varia- 
tions among different items will occur 
in (1) Real Estate Costs, (2) Check- 
ing and Marking Expenses, and (3) 
Stockhandling and Warehousing ex- 
penses. 

The largest single element in counter 
expenses is Real Estate Expense. Real 
estate expenses vary among items be- 
cause of space differentials and turn- 
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over differentials. The real estate cost 
or rental cost for Item X may be de- 
termined by the following procedure: 


1. Divide the departmental rent 
by the average number of 
items carried in the depart- 
ment. This gives the average 
rent per item.® 

2. Calculate a turnover variable 
by dividing the average depart- 
mental stock-turn rate by the 
stock-turn rate of Item X. 

3. Estimate a space variable by 
comparing the size of Item X 
with the size of the average 
item in the department. 

4. Apply both variables to the 
average rent per item as shown 
in the example below.’ 


Department Rent 
~ Items Stocked 
x Average Turnover 
Item x Turnover 
x Space Variable 


x 300% = $0.75 


$1000 5 
“10 
Checking and Marking expenses are 
also included among counter expenses 
although they are usually rather small 
in relation to the total handling ex- 
pense. Some variation will be observed 


*The question of finding an equitable method for 
allocating rent to departments continues to be a 
perplexing problem. No attempt is made here to 
evaluate the several methods which have been used 
and suggested by various retailers and writers. Bet- 
ter methods of rent allocation will do nothing to 
destroy the principles which have been presented 
here. On the contrary, they will serve to make the 
allocation of rent to individual items even more 
nearly accurate. 

TIn the case of seasonal items, the application of 
the turnover variable may not be suitable to ac- 
complish the intended purpose. It may, therefore, be 
better to treat seasonal items by applying a variable 
which is based on the probable number of days the 
item will be in stock as compared with the number of 
days the average item in the department is in stock. 
This technique could be used for all items, seasonal 
or nonseasonal, but the turnover approach is used in 
the example for purposes of simplicity. 
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in these expenses which may be calcu- 


lated thus: 


1. Determine the average cost per 
departmental item for check- 
ing and marking. 

2. Apply an observed variable 
which is due to the inherent 
nature of the item. 

Example: Average Checking 
and Marking Cost x Variable 


$0.02 x 400% =$0.08 


Stockhandling and Warehous- 
ing expenses for our Item X 
might also be relatively high. 
They may be calculated in the 
same way. 


Example: 


Departmental Handling 
Expense per item x Variable 


$0.05 x 400% = $0.20. 


Explanation Expenses. Explanation 
expenses include those costs which are 
incurred in advertising, displaying, 
promoting, and selling the goods. As 
in the other categories, some of these 
costs are difficult or impossible to de- 
termine at the item level. 

Selling expense can vary in one of 
two ways. If salespeople are paid by 
commission, the salary expense can be 
related to Gross Cost of Merchandise 
Sold and then be used as an estimate of 
selling cost. An alternate plan would 
be to leave this expense until the price 
has been nearly established and then 
add an appropriate amount. Even 
where salespeople work on a salary, 
there will be variations in the selling 
expense because of variations in sell- 
ing time. The selling expense may be 
calculated as follows: 


1. Divide the cost value of Item 
X by the Gross Cost of Mer- 
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chandise Sold in the depart- 
ment. 

2. Apply the resulting percentage 
to the departmental selling ex- 
pense. 

3. Determine an observed vari- 
able by comparing the probable 
time to be used in selling Item 
X with the time used in selling 
the average item in the depart- 
ment. 

4. Apply the variable to the result 
found in step 2. 


Example: 
Cost of Item X 
Gross Cost of Merchandise Sold 


x Department Selling Cost 
x Variable 


—~ x $10,000 x 150% =$11.72 


_ $100 
$128, 


Consummation Expenses. A small 
percentage of all retail expenses arises 
from services which the merchant finds 
it necessary to provide after the sale 
has been made or as a condition of 
sale. Consummation expenses include 
the costs of such services as cashiering, 
credit, billing, packaging, and delivery. 
For the present, we will assume that 
the places where variations are most 
likely to occur are in (1) Credit (2) 
Packing, and (3) Delivery. 

The Credit expense for Item X can 
be calculated thus: 


1. Determine the average credit 
cost per transaction in the 
store. 

2. Determine a probability vari- 
able which is based upon the 
degree to which Item X is 
likely to be purchased on credit 
as compared with the average 
item in the store. 

3. Apply the variable to the aver- 
age credit cost as shown in the 
example. 
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Example: 


Store Credit Cost 


Total transactions 
Variable 


$0.20 x 300% = $0.60 


In Packing for delivery, two vari- 
ables may be considered. First will be 
the probability variable and second will 
be the variation in the cost of packing 
because of the nature of the item itself. 
These variables may be handled as 
follows: 


Example: 


Average cost per packing X probability 
variable X packing cost variable 


$0.10 x 100% x 200% = $0.20 


Variations in Delivery expense will 
be subject to the same kinds of fac- 
tors as were found in Packing. Thus 
we calculate: 


Average Department Delivery 
Cost per item probability of 
delivery X delivery cost variable 


$0.50 x 100% x 200% =$1.00 


Provision must be made in the pric- 
ing calculation for alteration costs on 
individual items of merchandise. These 
costs are usually treated as an addition 
to Cost of Merchandise Sold for ac- 
counting purposes. It is suggested, 
however, that they be treated as one of 
the consummation costs for the pur- 
poses of price calculation. They can be 
handled by the observed variable ap- 
proach. For the purposes of the pres- 
ent example, it will be assumed that no 
alterations are expected for Item X. 

Let us now recapitulate the variable 
handling expenses which we have cal- 
culated for our Item X. 
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Accounts Payable ....... 05 
ao 
Checking and Marking...  .08 


Stockhandling and 
Warehousing...  .20 


Direct Advertising ...... 5.00 
Special Displays ........ .00 
11.72 
60 
1.00 
.00 


Total Variable Expenses $22.32 


Next we will calculate the number of 
dollars which must be added to the cost 
of Item X to cover expenses, deprecia- 
tion, shortage, and return on invest- 
ment. 


Variable Expenses ....... $22.32 
Depreciation Allowance ... 2.50 
Shortage Allowance ...... 50 


Return on Investment .... 2.00 


Total dollar markup re- 
ftrired for all factors 
@eamcluding overhead ..... $27.32 


Add Cost of Item X in- 
cluding freight and cash 
$100.00 


Base Retail before provision 
for overhead ........ $127.32 


Any retail price less than $127.32 
which might be assigned to Item X will 
result in an absolute loss which has 
been generated because we handle the 
item. Any retail price greater than 
$127.32 may or may not be profitable, 
but it will provide some contribution to 
the departmental and store overhead. 
This contribution concept is widely rec- 
ognized as being a desirable method of 
analyzing profitability. Many mer- 
chants, however, feel that the contribu- 
tion plan makes it very difficult to use 
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their familiar merchandising yardstick 
for the purpose of planning profits. It 
seems to be a hit-or-miss system which 
is not subject to the devices of control. 
The discussion which follows provides 
a solution to the problem of how to 
determine the amount of contribution 
which is required from individual items 
of merchandise. 


Changes in Elasticity of Demand 


The charge that is most frequently 
aimed at retailers is that they com- 
pletely overlook the principle of elas- 
ticity of demand. Most scientific re- 
tailers do recognize the effects of 
elasticity, but few of the them give it 
formal consideration in the process of 
establishing retail prices. We will be- 
gin our discussion of elasticity by ex- 
amining the effect of changes in sales 
volume on the required contribution to 
overhead from individual items of mer- 
chandise. 

Let us again focus our attention on 
our theoretical Item X. We shall as- 
sume that this item is a part of a de- 
partment which we shall designate as 
Department II, and that Department 
II has been allocated $40,000 as its 
share of the store’s overhead. This 
$40,000 represents the sum of the con- 
tributions needed from all of the items 
in the department if the department 
is going to carry its share of the total 
store overhead. We shall further as- 
sume that Department II is subdivided 
into four classifications of merchan- 
dise. As our first step, we shall allocate 
the department overhead to the four 
classifications on the basis of the antici- 
pated percentage of Gross Cost of 
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Sales in each department to that of the 
department as a whole.* 


Department II 


Class G.C.M.S. 


as % of Depart- Allocated 
Class ment G.C.M.S. Overhead 
100% $40,000 
Now let us further assume that 


Classification B includes three price 
lines. (It would be more realistic to 
assume three price sones—but we shall 
use price lines here for the sake of 
simplicity.) We shall now make a 
further allocation of overhead as 
shown below: 


Classification B 


Price Line 


G.C.M.S. es % of Allocated 

Price Line Class G.C.M.S. Overhead 
30% $3,600 
100% $12,000 


Our Item X is just one of the items 
in Price Line 2 of Classification B. For 
purposes of simplicity, however, we 
shall make the assumption that Item X 
is the only item in Price Line 2. As 
this is a condition which would exist 
very rarely, we shall take a further 
step later in this presentation toward 
recognizing the normal situation. 

8 There may be more desirable ways of allocating 
the overhead to merchandise classifications. If this 


is so, their use would not destroy the principle being 
illustrated here. 


We shall first prepare a table which 
will illustrate how the required con- 
tribution per unit varies with sales vol- 
ume in Price Line 2. 


Contribution Table 
Department II — Classification B Price Line 2 
Required 
Contribution 
Sales in Units per unit 
60 


Any of the several sales volume 
possibilities would produce the same 
total contribution if the required con- 
tribution per unit were achieved at each 
volume. Now let us expand our table 
and include the retail price of Item X 
which would be required at each vol- 
ume level in order to produce the re- 
quired total contribution. 


Contribution Table 


Contribution Base Price Unit Retail 

Salesin units — per unit Item X Item 
$6,000 $127.32 $6,127.32 
60 187.32 
30 157.32 
20 147.32 
5 ‘ 132.32 
1 128.32 


Any of the retail prices listed in 
Column 4 above would provide the 
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total contribution of $6,000, if the re- 
tail price would produce the sales vol- 
ume indicated in Column 1. Obviously, 
however, we cannot expect the retail 
prices listed above to produce the nec- 
essary sales volume in every case. Cer- 
tainly, not even one unit of Item X will 
be sold at the extreme price of 
$6,127.32. The same is also probably 
true of $727.32. Following these two 
extremes, however, there is a series of 
possible prices, any one of which might 
develop some sales volume. Our next 
step, therefore, is to estimate the sales 
volume which we can reasonably expect 
from each of the possible prices. In 
other words, we must prepare a table 
which presents a forecast of the elas- 
ticity of demand. We shall do this by 
expanding our previous table to show 
an estimate of the probable sales vol- 
ume in units at each of the several 
prices. 


Pricing Table 


Demand 

Contribu- at Surplus 

Unit tion per Unit This  Contri- 
Sales unit Retail Price bution 
$6,000 $6,127.32 0 0 
ae 600 727.32 0 0 
100 227.32 10 0 
aa 60 187.32 30 0 
ae 50 177.32 50 0 
ae 40 167.32 100 0 
30 157.32 180 0 
20 147.32 330 $000 
15 142.32 450 750 
Ser 10 137.32 650 500 
5 132.32 750 0 
6,000 ..... 1 128.32 900 0 


The surplus contribution shown in 
Column 5 represents pure profit over 
and above contribution and return on 
investment. This column is the one 
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which shows us which retail price is 
best in terms of profit production. It 
appears that $142.32 is the most desir- 
able retail price of all the choices 
which are offered. At this point, how- 
ever, it is well to consider some other 
possibilities in the same general area. 

Because of certain psychological 
factors, we may feel that a retail price 
of $139 would develop a sales volume 
nearly as large as would be developed 
at $137.32. If we assume that 600 
units could be sold at $139, we will find 
that a surplus contribution of $1008 
will be realized. If all our assumptions 
are correct, the price of $139 seems to 
be very desirable. It would be well to 
make a further consideration, however, 
before making a final decision. It may 
be that any price under $140 might be 
just as effective as $139. If so, we 
should consider $139.50 or even 
$139.95. Every additional penny that 
can be added to the price at this point 
will add $6.00 to the surplus contribu- 
tion as long as the demand rate of 600 
pieces is not affected. 

There is one further point which 
should be given consideration at this 
stage. The base retail price of $127.32 
includes a provision for a two-dollar 
return on investment for each item. 
Every additional unit sold, therefore, 
brings in that additional two dollars. 
Furthermore, an increase in sales vol- 
ume may increase the stock-turn rate 
on Item X. This would have the effect 
of lowering the required return on in- 
vestment and would thus result in an 
increased surplus contribution. 

Increased sales volume might well 
enable the merchant substantially to 
increase the size of his order. A pos- 
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sible effect of buying in larger quanti- 
ties would be to lower the cost price of 
Item X. Such side effects show us that 
we should lean toward the direction of 
increased sales volume as long as we 
can see a possibility of increasing our 
surplus contribution. 

Interdependence of Demand. We 
have been proceeding under the some- 
what unusual assumption that Item X 
was the only item in Price Line 2 of 
Classification B. In most instances, 
Item X would be only one of a number 
of different items in the same price line 
or price zone. There would almost cer- 
tainly be an interdependence of demand 
among these items. For example, if 
Item X is a radio, a customer would 
probably want to buy only one radio 
from the assortment offered in Price 
Line 2. Therefore any increase in the 
demand for Item X might be gained at 
the expense of the demand for other 
items in Price Line 2. 

It is necessary to bear in mind the 
effects of interdependence of demand 
when we prepare our pricing table. We 
must focus our attention upon the 
probable demand for all items in the 
same price line. In other words, we 
must give recognition to the fact that 
price variations on any item in the 
group will affect the sales potential on 
all other items and will also affect the 
sales potential of the group as a whole. 

This factor of interdependence of 
demand shows us that our pricing de- 
cisions will be much more effective if 
we apply our calculations to all the 
similar items in one price line or zone 
at the same time. This procedure is 
logical and realistic in that similar 
items will probably have similar ex- 


pense variation patterns and will, there- 
fore, have approximately the same base 
price. This will be especially true in 
ready-to-wear items where the factor 
of interdependence of demand is ex- 
tremely important. 


Scientific Pricing in Use 


The procedure which we have used 
in determining the optimum price for 
Item X may, at this point, seem to be 
long and cumbersome. This is not 
really the case, however. The process 
seems to be long because of all the ex- 
planation which has been presented 
with each step. Let us now apply the 
same pricing procedure to another 
item, omitting all comment. This time 
we shall use as an example, Item Y, 
from the same department as Item X, 
but one of many items in Price Line 1 
of Classification D. We shall describe 
Item Y as being a relatively low-priced 
staple item.° 

Our analysis of Item Y shows that 
our optimum price lies somewhere in 
the neighborhood of $2.85. Further at- 
tention must be given to demand, psy- 


® Planned Operating Statement, Dept. II 


Beginning Inventory ....... $38,000 
Purchases (Including FGT).. 132,000 
Total Merchandise Handled... 170,000 


Ending Inventory .......... 42,000 

Gross Cost Merchandise Sold. 128,000 

Cash Discounts ........... 4,000 

Net Cost Merchandise Sold.. 124,000 

Alteration Coste ........... 1,000 

Total Merchandise Costs............ 125,000 

Variable Expenses ........ 25,000 

Overhead Expenses ........ 40,000 
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chological factors, and competition be- 
fore we can finally establish the retail 


price. 


Base Price Calculation 


Department 11—Classification D—Price Line 1-Item Y 


+ Transportation -02 

Return on Investment: 


Return % per year _, Average Stock-turn 
Average Stock-turn Item Y Stock-turn 
(See Footnote 10) 
Provision for Shortage: 


Provision for Depreciation: 
5% X 20% X $2.00 02 
Buying Expense: 
__$2.00_ $4,000 x 50% .031 
$128,000 * A xX 50% .. 
Receiving: 
$2.00 
-006 
$0.30 X 500.00 * 
Accounts Payable: 
144 
Rent: 
Checking and Marking: 
Stockhandling: 
Selling: 
$10,000 x 50% 039 
$128,000 * x (O Ue 
Credit: 
.04 
Packing: 
$0.10 10% XK S0% .005 
Delivery: 
Base Retail Price ........... $2.493 or $2.50 


10 The remaining calculations are made exactly as 
described earlier in this presentation. The formulas 
will not be repeated here. 
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Pricing Table—Price Line I, 


Class D 
Total Contribution Required $1000 
Contribu- 
tion Demand Surplus 
Unit per Unit at this Contribu- 
Sales unit Retail price tion 
$10.00 $12.50 0 $ .00— 
2.00 4.50 10 .00— 
1.00 3.50 500 .00— 
.67 3.17 1,400 -00— 
50 3.00 1,800 00— 
yi 40 2.90 2,600 40.00 
33 2.83 3,200 66.00 
a 25 2.75 3,500 00— 
ee 20 2.70 3,600 00— 


Summary and Conclusions 


The principles used in many of our 
modern business practices are relics of 
the past. Many of our current pricing 
theories and methods have been in- 
fluenced by ideas which were developed 
during the periods of scarcity which 
prevailed throughout most of history. 

In an economy of plenty, the demand 
side of the price equation becomes very 
strong and tends to dominate the 
supply or cost side. It is possible to 
satisfy the requirements of the cost 
side by determining, within reasonable 
limits of accuracy, the retail price 
which must be received for an item if 
the item is to return a profit. The cal- 
culations presented above show that 
the required retail price can be deter- 
mined by using the concepts of return 
on investment, stock-turnover, and 
handling costs. The forecasting of de- 
mand, however, presents a problem 
which is somewhat more difficult to 
handle. 

In the pricing tables used to deter- 
mine the optimum retail price for Item 
X and Item Y, the probable demand at 
each of several possible retail prices 
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has been estimated. The presentation 
of these demand schedules is not in- 
tended to indicate that such schedules 
can be forecast with ease or with ac- 
curacy. A complete discussion of all 
the factors entering into the forecast- 
ing of demand would be too lengthy to 
be included in this presentation. 

There is one aspect of demand which 
needs to be discussed here, however. 
It must not be assumed that demand is 
an entirely spontaneous phenomenon. 
Demand can be stimulated by many 
kinds of effort on the part of the re- 
tailer, such as through the use of ad- 
vertising and other sales promotion ac- 
tivities. If the demand for an item is 
at all elastic, it will usually yield to such 
efforts. In this way, it is possible to 
raise the level of demand. 

Demand stimulation, however, can 
rarely be accomplished without in- 
creasing one or more of the cost factors 
which have been discussed here. There- 
fore, the true evaluation of sales pro- 
motion and advertising efforts can best 
be made by determining whether the 
increase in contribution from the item 
more than offsets the increase in cost. 
Making such a determination is an ex- 
cellent practical example of the balanc- 
ing of demand and supply factors in 
retail price determination. This evalu- 
ation also re-emphasizes the fact that 
advertising is most effectively used 
when it successfully increases the de- 
mand for an item at a given retail price. 
Really effective advertising or other 
demand stimulation may substantially 
increase the surplus contribution of an 
item or may even make it possible to 
develop a higher optimum retail price. 

The object of retail pricing is to de- 


velop the maximum amount of surplus 
contribution from every item. It is this 
surplus contribution which gives the 
retailer his profit. It is the payment he 
receives for the skill which he exercises 
in merchandising his goods. Any de- 
vice which provides a better check on 
item profitability may well improve the 
total profit picture of the retailer. 

If the approach to retail price deter- 
mination which has been presented here 
has merit, it must be superior to meth- 
ods which are now in use. Methods 
which are currently used depend mostly 
upon the use of an average markup 
percentage as a guide for pricing. As 
an example of the danger in this kind 
of practice we can use the prices de- 
veloped for our Item X and Item Y. 
At the optimum retail, Item X shows a 
markup percentage of 28 per cent, 
while Item Y shows a markup of 30.8 
per cent. These markups may be far 
away from the required departmental 
average. They have been calculated 
without any influence from an average 
markup. If they were changed either 
upward or downward the amount of 
surplus contribution would be de- 
creased. 

Retail pricing is an extremely deli- 
cate operation. To leave it to the mer- 
cies of arbitrarily determined markup 
percentages does not make good sense 
in the competitive age in which we live. 
The retailer who can operate at low 
costs or who is successful at demand 
stimulation cannot take advantage of 
his skills unless he takes advantage of 
all the variables in the pricing equation. 

The frequently expressed idea that 
pricing is an art cannot be accepted in 


(Continued on page 167) 
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Measuring Retail Trade by the 


“Investor’s Yardstick” 
A Study of Retail Trade in 1958 


THEODORE D. ELLSWORTH AND DAVID J. RACHMAN 
Consulting Editor and Research Editor, JOURNAL OF RETAILING 


per cent of net worth. 


How productive are dollars invested in retailing? To answer this 
question, the authors surveyed the operating ratios of 125 major 
retailers in the Untied States, covering the apparel, department and 
specialty, drug, food, mail order, shoe, variety, and other fields. 
Profits are reported in each group as a per cent of sales and as a 


The year 1958 was both a recession 
and recovery year, according to the 
available government statistics. During 
that period, retailers seem to have fared 
much better, in both sales and profits, 
than might have been expected from 
the economy as a whole. Profits of $1.5 
billion before taxes reflected an in- 
crease of 0.6 per cent over the previous 
year. After,taxes, profits were up 3.6 
per cent over 1957. Retail investment 
stood at $7.2 billion during the year, 
showing an increase of 4.4 per cent, 
though the ratio of sales to investment 
stayed the same as in the previous year. 


Fall 1959 


133 


Conduct of the Survey 


These findings are based on the 
annual survey of large retail establish- 
ments conducted by the New York 
University School of Retailing. The 
survey covers the sales, profits, and 
net worth of 125 major retailers lo- 
cated throughout the United States. 
The firms surveyed include apparel, de- 
partment and specialty, drug, food, 
mail order, shoe, variety, and miscel- 
laneous other types of retailers. 

This year’s report again incorporates 
three important ratios: profits as a per 
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cent of sales, profits as a per cent of 
net worth, and net sales to net worth.' 
Profits reported as a per cent of net 
worth, the so-called “investor’s yard- 
stick,” has been inaugurated this year 
by one of the major chains as a basis 
for its store management and incentive 
program. 


Sales? 


The Survey of Current Business 
(February 1959) reported that total 
United States Retail Sales, excluding 
automotive sales, increased by 3.2 per 
cent over 1957. The 125 firms in this 
year’s report showed even more sub- 
stantial increase of 5.5 per cent over 
1957. 

The sales increase recorded by the 
stores in the survey was not spread 
evenly over all merchandise classifica- 
tions, however. In fact, five of the 
eight merchandise classifications re- 
ported sales increases of less than 5.5 
per cent, while the apparel group re- 
ported a 0.5 per cent loss as compared 
to 1957. The largest sales gain was re- 
ported by the drug group, with an 8.9 
per cent sales gain on top of an 8.8 per 
cent gain reported in 1957. 

With a 1957 sales increase of 11.3 
per cent and a 1958 increase of 7.5 per 
cent, the food group had the largest 
total increase in volume. Much of the 
sales increase was probably due to 
mergers and to shopping center expan- 


1 Net worth is composed of capital stock and sur- 
plus. 

Tabulations are based on Moody's Industrial 
Manual. New York: D. F. Shea, 1959. 


sion programs by many of the food 
chains covered in the survey. 

All but one of the food chains re- 
ported increased sales over 1957, 
whereas in the apparel group only four 
of the twelve firms showed an increase 
in sales volume over the previous year, 
Of the 55 department and specialty 
stores in the survey, 22 experienced a 
decrease in sales when compared with 
1957. 

Since most of the firms used in this 
survey are classified as chains, little 
regional analysis can be made by an 
observer of retail sales. If sales by 
store were available, an interesting 
study might be made of the effect of 
reduced production levels on the sales 
of department stores, food stores, shoe 
stores, etc. For instance, Joseph Horne 
Company, located in Pittsburgh, Penn- 
sylvania, the center of the steel industry 
which experienced heavy layoffs and 
reduced production schedules, had a 
decrease in sales for 1958. Over the 
same time period the Thorofare 
Markets, a Pittsburgh food chain, re- 
ported a sizable sales gain for 1958. 
Answers to the questions of how much 
of this increase was due to store ex- 
pansion at Thorofare Markets, and in 
what departments the Joseph Horne 
sales decrease occurred, could afford 
interesting data to the retail analyst. 

Table IV indicates that sixteen of 
the top retailers with retail sales in ex- 
cess of $500 million had a total dollar 
increase in volume of 1.2. billion, 
whereas all firms combined (Table I) 
had an over-all increase of 1.7 billion. 
These firms in Table IV accounted for 
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over 70 per cent of the total sale vol- 
ume reported in this survey. These 
concerns also reported a larger increase 
in volume than their smaller counter- 
parts. It seems that the larger firms 
may have fared better in the 1958 re- 
cession year. 


Net Worth 


The 125 surveyed stores increased 
their net worth by 4.4 per cent over 
1957 (Table 1). All classifications par- 
ticipated in this increase, with the drugs 
and foods showing an increase of 10.1 
per cent and 9.3 per cent respectively, 
a substantial increase. The food chains 
showed the largest dollar increase over 
the previous year, $118 million. This 
increase was even larger than the 1957 
increase of $89 million. The five mail 
order houses showed the second largest 
dollar increase in net worth of $82 
million. However, the percentage in- 
crease was slightly below the average 
for all stores. 

Stores produced $4.4 in sales for 
each dollar of net worth in 1958. This 
was exactly the same as the previous 
year. Food firms were again the top 
sales dollar producer in 1958, with a 
ratio of 10.6 per dollar of net worth. 
Both the mail order and variety stores, 
with ratios of 2.5 per cent, produced 
the lowest sales dollars per dollar of 
net worth. 

Ten firms (Table V)_ produced 
$10.00 or more sales for each net 
worth dollar in 1958. The Red Owl 
Store again topped the list with a 
total ratio of 12.2. All of the stores 
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producing over $10 per net worth 
dollar are food stores except the E. J. 
Korvette firm, a discount house classi- 
fied as a department specialty store. 

Table VI shows that fourteen firms 
had net worth in excess of $100 million 
or more in 1958. Sears Roebuck 
topped the list with a net worth of ap- 
proximately $1.3 billion, which is al- 
most 20 per cent of the total net worth 
dollars reported by all of the 125 par- 
ticipating stores. The Great Atlantic 
and Pacific Company, with the third 
highest net worth dollars, produced a 
12.1 ratio of net sales to net worth in 
1958—the second highest ratio re- 
ported in the survey. Montgomery 
Ward and S. H. Kress showed the 
lowest ratio of net sales to net worth 
among the firms with net worth dollars 
exceeding $100 million. 


Profits 


As shown in Table II, profits before 
taxes of the 125 reporting stores in- 
creased slightly from $1,449 billion in 
1957 to $1,450 in 1958. Variety, De- 
partment and Specialty, and Shoe 
stores showed a decrease in profits over 
the previous year. 

The largest dollar increase in pre-tax 
earnings was experienced by the food 
classification, which rose by $24 mil- 
lion. Percentagewise, the drug classifi- 
cation had the largest increase, a whop- 
ping 17.6 per cent. Profits before taxes 
as a percentage of net sales showed a 
slight decline in 1958 as compared to 
1957 (Table III). Seven firms (Table 
VII) had pre-tax earnings to net 
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sales of 9.0 per cent or more in 1958. 
Hanover Shoes, the Outlet Company, 
and New Process headed the list again 
with pre-tax earnings of 17.6 per cent, 
11.9 per cent, and 11.7 per cent re- 
spectively. 

Table VIII shows eight retail firms 
with profits in excess of 30 per cent 
of net worth in 1958. In contrasting 
this table with Table VII (firms stud- 
ied with pre-tax profits in excess of 9.0 
per cent), it should be noted that oniy 
one of the companies (New Process) 
with high ratios to sales appears among 
the companies having high profits to 
net worth ratios. 

The firm earning the highest return 
on net worth is the aggressive southern 
food chain, the Winn Dixie stores, with 
a return of 47.7 per cent. The only 
other nonfood firms in this group are 
the J. C. Penney Company, Virginia 
Dare Stores Corporation, and the pre- 
viously mentioned New Process mail 
order firm. 

The food classification (Table III) 
had the largest return on net worth, 
28.6 per cent. The return was lower, 
though, than in 1957 when it reached 
29.4 per cent. All classifications had 
lower returns on net worth in 1958 ex- 
cept the drug group which finished the 
year with a ratio of 21.2 per cent in 
1958 as against 19.8 per cent in 1957. 

Fourteen firms with pre-tax profits 
in excess of $20 million are listed in 
Table IX. This group represents over 
65 per cent of all the profits earnings 
by the 125 firms in the survey. Sears 


Roebuck again tops the list, earning 
approximately 30 per cent of the $989 
million pre-tax earnings reported in 
this table. 


Pertinent Questions 


In concluding the annual report of 
125 stores in the fall 1958 issue of the 
JouRNAL OF RETAILING, a number of 
questions were raised, the answers to 
which were expected to provide re- 
tailers with ideas for improving the 
over-all productiveness of their in- 
vested dollars. In view of the preced- 
ing recession year and the accompany- 
ing recovery, some additional questions 
might be also appropriate. Among such 
questions are: 

First, The Food Firms ratio of prof- 
its to net worth dropped from 29.4 per 
cent in 1957 to 28.6 per cent in 1958. 
Does this decrease reflect the increased 
sales of nonfood items in food stores? 
Second, in view of the fact than non- 
food firms featuring a large selection 
of private brands such as Sears, Roe- 


buck and J. C. Penney, earn a better’ 


than average return on their invest- 
ment, is it not possible for retailers 
with the traditional markup to explore 
this area to their advantage? Finally, 
J. C. Penney reported an increase in 
sales for 1958. At the same time this 
chain reported a decrease in Net 
Worth. What part did their entering 
the credit field play in reducing the re- 
turn on net worth? 
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TABLE IV 

Retail Firms Studied with 1958 Sales in Excess of 500 Million Dollars 
Per Cent 

Sales (Add 000,000) Cong 

Firm Type 195 
1958 1957 
1. Great Atlantic and Pacific............... Food $5,094 $4,769 (+) 7% 
2. Sears Roebuck and Company............ Mail Order = 3,721 3,600 (+) 3% 
Food 1,776 1,674 (+) 6% 
6. Montgomery Ward & Company.......... Mail Order 1,092 1,073 (+) 2% 
Variety 864 823 (+) 5% 
9, National Tea Company.................. Food 794 681 (+)17% 
10. Federated Department Stores............ Department 653 635 (+) 3% 
11. Allied Stores Corporation................ Department 643 632 (+) 2% 
14. Mays Department Stores, Inc............ Department 540 533 (+) 1% 
Food 503 427 (+)18% 
TABLE V 


Retail Firms Studied That Produced $10.00 or More Sales for Each Net 
Worth Dollar in 1958 


Rates of Net Sales to 


Net Worth 

1958 1957 

2. Great Atlantic and Pacific................ Food 12.1 12.1 
Department 11.6 8.5 
National Tea Company. Food 11.5 11.0 
Food 11.3 11.6 
| Food 11.2 12.1 
B. Pood Fair Stores, Inc..........00ssecccees Food 10.7 10.9 
Food 10.6 11.4 
Food 10.1 10.3 
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Rates of Net 
Sales to 
Net Worth 
1958 1957 
29 3.0 
1.7 17 
12.1 
2.4 24 
5.0 49 
10.1 103 

2.6 2.6 

1.9 19 
33 3.5 
3.6 3.6 
3.8 40 
1.5 1.5 
4.6 4.5 
3.4 3.5 


in Excess of 9.0 


Profits before Taxes As 
Per Cent of Sales 


1957 
19.1 
10.1 
10.0 
9.6 
9.3 
92 
8.4 


TABLE VI 
Retail Firms Studied with 1958 Net Worth of 100 Million Dollars or More 
Net Worth Per Cent 
(Millions) Change from 
Firm Type 1957 
1958 1957 
1. Sears Roebuck and Company... Mail Order $1,286 $1,209 (+) 6 
2. Montgomery Ward and Co...... Mail Order 641 641 0 
3. Great Atlantic and Pacific...... Food 419 394 (+) 6 
4. Woolworth. Variety 357 349 (+) 2 
5. J. C. Penney Company......... Department 282 270 (+) 4 
6. Safeway Stores, Inc............ Food 219 205 (+) 7 
7. Mays Department Stores, Inc... Department 209 201 (+) 4 
8. S. S. Kresge Company......... Variety 199 197 (+) 1 
9. Federated Department Stores... Department 195 181 (+) 7 
10. Allied Stores Corporation...... Department 180 176 (+) 2 
11. Kroger Company ............. Food 158 143 (+)10 
12. W. T. Grant Company......... Variety 113 108 (+) 5 
13. S. H. Kress Company......... Variety 104 104 0 
14. R. H. Macy and Company...... Department 100 99 (+) 1 
$4,462 $4,277 (+) 4 
TABLE VII 
Retail Firms Studied with 1958 Profits Before Taxes 
Per Cent of Sales 
Firm Type r 
1958 
4, Sterchi Brothers Stores, Miscellaneous 9.6 
5. Sears Roebuck and Company................ Mail Order 9.1 
7. Rike Kamiler Company. Department 9.0 
9.1 


92 


| 
| 
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TABLE VIII 
Retail Firms Studied with 1958 Profits Before Taxes in Excess of 30% of 
Net Worth 
Profits before Taxes Asa 
Per Cent of Net Worth 
Firm Type r 
1958 1957 
Mail Order 47.0 38.5 
4. Virginia Dare Stores, Corporation........... Apparel 36.8 39.2 
6. J. C. Penney and Company.................. Department 34.2 38.4 
er Food 34.0 35.5 
TABLE IX 
Retail Firms Studied with 1957 Profits Before Taxes in Excess of 20 Million 
Dollars 
Profits before Taxes Per Cent 
(Millions) Change 
Firm Type ~ from 1957 
1958 1957 
1. Sears Roebuck and Company....... «+ Mail Order $337,388 $333,308 (+) 1 
2. Great Atlantic and Pacific............ Food 118,905 110,667 (+)17 
.. Department 96,587 103,811 (—) 7 
5. Montgomery Ward and Company..... Mail Order 56,830 60,357 (—) 7 
6. Federated Department Stores......... Department 57,885 50,874 (+)14 
Variety 51,701 56,858 (—) 9 
Food 44,433 41,505 (+) 7 
9. May Department Stores, Inc.......... Department 36,783 41,017 (—)10 
10. S. S. Kresge Company............... Variety 27,895 27,363 0 
12. Allied Stores Corporation............ Department 24,204 25,151 (—) 4 
Food 21,853 20,070 (+) 9 
$989,282 $975,940 (+) 1 
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$572,078 


More Light and ows Heat in 
Co-operative Advertising 


JOSEPH LORIN 
Vice President, Grey Advertising Agency, Inc. 


What ts the underlying philosophy of co-operative advertising? 
How far is it rooted in present-day selling conditions? What 
abuses are currently taking place ? How can a new approach—the 
realistic acceptance of the retailer's function as a “seller of promo- 


tional space’ —improve the situation for all parties? 
These and related questions are explored in a thought-provoking 
article by a leader in the advertising field. 


The innocent-appearing combination 
of words, “co-operative advertising,” 
has caused more hackles to rise and 
more arteries to become dilated than 
probably any other group of words in 
the lexicon of vendor-buyer relations. 

Co-operative advertising has become 
one of the most misused, abused, and 
downright corrupting influences in the 
world of buying and selling. Tons of 
paper and ink, and eons of time, have 
been devoted to this subject in the past 
two decades. Yet we are no nearer to 
a solution of the numerous problems 
these simple words engender than we 
have ever been. In fact, the revolution 
in retailing has brought conditions 
which make it even more difficult to 
view buyer-seller advertising co-opera- 
tion objectively and free of emotional- 
ism. 
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I must confess‘that I, too, have done 
some finger-pointing when discussing 
this subject. In magazine articles and 
speeches I have on many occasions 
focused on the abuses of co-operative 
advertising. If this were to be another 
such polemic, it would hardly qualify 
for the pages of the JouRNAL oF RE- 
TAILING. Nor would it be worth the 
earnest consideration of its readers. 

My aim in this discussion is to view 
co-operative advertising from the point 
of view of mutuality of manufacturer- 
retailer objectives. For I sincerely be- 
lieve that this mutuality of aim does 
exist, and that is far more important 
in modern marketing than many an 
otherwise astute retailer and manu- 
facturer realizes. 


E 
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Definitions and Premises 


Let me begin by defining more 
clearly what we are talking about. 

1. I am using the phrases “co- 
operative advertising” and “advertising 
allowance” interchangeably because I 
believe that whether a manufacturer 
grants an allowance as an inducement 
to the retailer to advertise his wares, or 
makes a formal arrangement by which 
both co-operate in advertising costs, the 
intent is the same. The difference is 
only in technique. 

2. I am using the word “advertis- 
ing” in its broadest sense to include 
print, air waves, motion pictures, win- 
dow display, store display, shelf posi- 
tion, in-store public-address systems, 
and whatever medium a store uses to 
promote the sale of merchandise. 

This discussion is also based on the 
following premises which, I am con- 
vinced, have become accepted principles 
in modern marketing : 


1. The vendor’s interest in 
moving merchandise no longer 
ends when he has sold his products 
to the stores, but continues right 
through to the ultimate satisfaction 
of the consumer. 

2. Although ownership in the 

merchandise is transferred to the 
retailer when a sale has been made, 
and the goods delivered, the manu- 
facturer has been assuming an in- 
creasing share in the selling proc- 
ess : 
—by establishing a consumer 
acceptance for his brand and creat- 
ing a desire for his product 
through direct consumer advertis- 
ing ; 

—by periodically accelerating 
the sale of his products via special 
promotions ; 

—by developing point-of-sale 


promotion to compensate in part 
for the deterioration of on-the- 
floor selling in so many stores, and 
to do the selling job where no re- 
tail selling exists in stores or de- 
partments designed for self-selec- 
tion or complete self-service ; 

—by frequently doing the physi- 
cal setup of displays inside the 
store ; 

—by actually helping the re- 
tailer prevent lost sales through 
out-of-stock conditions checked 
frequently by the manufacturer’s 
representatives. 


I lump all these selling functions to- 
gether because I believe they cannot, 
and should not, be separated from “‘ad- 
vertising.”” Ergo, co-operative advertis- 
ing in any form is a tool which the 
manufacturer and retailer use jointly 
to help move goods through the retail 
store. 

There will undoubtedly be consider- 
able disagreement among some readers 
as to the extent of these various types 
of co-operation on the part of manu- 
facturers. True, not every manu- 
facturer does everything I have listed 
in every retail store carrying his goods. 
And there is wide variation among 
types of stores, i.e., department stores, 
specialty stores, variety stores, super- 
markets. But we see evidence every 
day that the abdication of the selling 
function by the retailer is becoming 
more prevalent and that manufacturers 
are compelled increasingly to assume a 
greater share of the task of moving 
their goods out of the store. 

As an indication of the extent to 
which the selling burden is placed on 
the shoulders of the manufacturer, I 
should like to quote the head of a 
wholesale-retail food organization: 
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1, “Manufacturers’ advertising 
should be scheduled in con- 
ference with their distribution 
outlets. 
“Manufacturers should  pro- 
vide the ideas, the plan, and the 
materials for promotional ac- 
tivities to implement the money 
they contribute to the actual 
cost of advertising space and 
time. 

3. ‘“Manufacturers’ —salemen 
should be properly trained in 
retail operations so that they 
can (with the retailer’s bless- 
ing) inspect his merchandise 
both on the shelf and in the 
forward stock, take care of 
any stale or damaged goods, 
see that there is an adequate 
stock of his products on the 
shelf, check retail price mark- 
ing for errors, follow through 
on any deal merchandise, cou- 
pons, etc., and then present 
new items, deals, or promo- 
tions to the store owner or de- 
partment head, and write the 
order.” 


bo 


I have seen many a salesman per- 
form similar functions in department 
stores even to the extent of going to the 
advertising manager to arrange for ad- 
vertising and to the display department 
to help the buyer get a display or win- 
dow. What’s more, many a salesman 
(or woman) spends Saturdays in 
stores helping out during big promo- 
tions. 

The abdication by the retailer of 
his erstwhile selling job has not been 
voluntary. In fact, it has been, and is 
continuing to be, part of the retail rev- 
olution which has made such drastic 
changes in consumer buying habits, and 
hence in retailers’ selling habits. 


Fall 1959 


Abuses of Co-operative Advertising 


Whatever the causes, the results of 
the retailer’s waning salesmanship have 
had a sort of push-pull effect on co- 
operative advertising. 

1. The push. Manufacturers, beset 
by burgeoning competition, have often 
held out fistfuls of money for the re- 
tailer to use to advertise their products. 
I have seen instances where stores have 
not been able to use all the money avail- 
able to them for co-operative advertis- 
ing. 

2. The pull. Retailers, finding a 
“soft” market in co-operative adver- 
tising money, very quickly changed 
their definition of such advertising to 
mean an additional discount with either 
token advertising performance or no 
performance at all. 

This changed attitude opened a Pan- 
dora’s box of abuses extending from 
phony billing by otherwise reputable 
stores, to ignoring firm advertising con- 
tracts entered into in good faith be- 
tween buyer and seller. 

These abuses are legion, and so I 
shall not attempt to list them all. Be- 
sides, they have been discussed again 
and again. However, I shall describe 
some happenings which have come 
within the range of my personal ex- 
perience or which have burst upon the 
marketing scene in recent months. 

1. “Bill us 50 cents a dozen extra 
and give it to me as an advertising 
allowance.” Sounds fantastic? It isn’t. 
I have heard more than one depart- 
ment-store buyer make this plea be- 
cause she had to bring in advertising 
money or she would get no advertising. 
The strange part of this transaction is 
that the higher price reduces the initial 
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markon on a competitive item. It may 
be only a matter of bookkeeping, but 
doesn’t it point to a psychology in re- 
tail thinking that is fraught with 
danger ? 

2. “Contract be damned.” We 
worked out with another client a very 
simple advertising agreement in which 
the manufacturer agreed to pay 60 per 
cent of the net local rate of the store 
for each advertisement of his product. 
The total of all ads, it was agreed, was 
not to exceed 10 per cent of the re- 
tailer’s purchase for the year. The 
only requirement was that the product’s 
brand name be used and that the store 
send an invoice of each ad with a tear- 
sheet. Not an unreasonable request. 
What’s more, the manufacturer knew 
that in the majority of cases he would 
be billed at a rate which is far above 
the store’s net retail rate. He was even 
prepared to honor such bills provided 
the store’s rate did not exceed the na- 
tional advertising rate. Very few 
stores which signed this contract even 
made a token attempt to live up to it. 
More than 80 per cent simply deducted 
10 per cent from the manufacturers’ 
invoice. Some sent in a token tear- 
sheet of one ad which cost much less 
than the amount deducted. A_ great 
many well-known, reputable stores 
didn’t even bother to send tear-sheets. 

I cite this merely as the illustration 
of a prevalent attitude. Whether or not 
top management is aware of such prac- 
tices is not germane. We must as- 
sume that it is aware. One chain store 
advertising manager told me jubilantly 
how much profit his company made on 
advertising allowances not spent. I 
wonder, too, how much profit from 


advertising is included in the state- 
ment by the National Industrial Con- 
ference Board in their study of depart- 
ment stores that for this category of 
retailers the most impressive gain was 
from sources “other than merchandis- 
ing.” 

3. In the appliance field the advertis- 
ing promotion allowances given by dis- 
tributors have often been a large share 
of the profit made by trans-shippers to 
discount houses or to other retailers in 
accommodation sales. Example: In one 
instance, a dealer was satisfied to make 
eight dollars gross profit by trans-ship- 
ping to another dealer on a $469 appli- 
ance. Adding to this the $12 (approx- 
imately) advertising allowance, he 
made a quick $20 without any invest- 
ment and with very little overhead. 

4. Are these abuses confined to any 
one type of retailer? No. Supermarket 
advertising managers are beginning to 
wonder whether these skimpy little 
boxes of brand names which they use 
in their ads to qualify for manufac- 
turers’ advertising money are doing 
anyone any good. One supermarket 
chain states flatly that it wants all the 
“co-operative advertising money it can 
retain by a limited number of ads or 
store displays” ... and “keep more 
as a profit.” 

5. Manufacturers seeking to make 
the advertising allowance a more use- 
ful marketing apparatus are employing 
co-op funds as a means of checking 
predatory price competition. Ex- 
amples: General Electric Company 
will not pay for co-operative advertis- 
ing in which the retail price is at 
“unsound and uneconomical levels.” 
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Remington Rand has followed suit on 
their electric shavers. 

6. Constriction of advertising allow- 
ances by some manufacturers in 1958 
resulted in threats by large retailers 
and chains to swing toward controlled 
brands. Some retail ad men _ point- 
edly said that their stores will not pro- 
mote (or even sell) many products un- 
less they get financial support from 
manufacturers. 

The Government, through the Fed- 
eral Trade Commission, is constantly 
hauling up manufacturers and retailers 
with accusations of discrimination. The 
fuss and turmoil which the advertising 
allowance has brought about emanate 
from the concept that this marketing 
device is not one of mutual interest 
but of subsidization ; of “wheeling and 
dealing” which sometimes degenerates 
into “wheedling and _ stealing.” 

I am not so naive as to think that 
connivance and chicanery in advertis- 
ing deals between manufacturers and 
retailers can be completely wiped out. 
But I do believe that business is bas- 
ically honest, and that the reason for 
so much underground dealing in co- 
operative advertising is the widespread 
failure to understand and appreciate 
that this can be a mutually valuable 
marketing tool. 


A “Seller of Promotion” 


What is really happening is that the 
retailer has become more fully con- 
scious of the value of the advertising 
and promotional vehicle he has at his 
command. He thinks of himself not 
only as a buyer of merchandise, but as 
a seller of promotion, whether it be an 
advertisement over his store name, a 
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dump display, shelf facing, or window. 
Manufacturers must face these 
facts: 


1. The avalanche of new prod- 
ucts enables the retailer to be in- 
dependent and set his promotional 
price high. 

2. Today’s fierce competition 
among a multiplicity of strong 
brands results in so many promo- 
tions that the retailer can sell pro- 
motional facilities to the highest 
bidder. (Supermarkets alone are 
offered on the average of 2,000 
promotions a year.) Recognizing 
this fact, some cigarette manu- 
facturers are offering specific rates 
for preferred shelf positions in 
supermarkets, and stores are ea- 
gerly seizing these offers. 

3. The number of stores avail- 
able to the manufacturer is shrink- 
ing as fewer and larger stores 
gather a bigger share of the total 
business in most industries. 


Does this mean that there is no way 
to straighten the muddle? I am con- 
vinced that it can be straightened out 
by men of good will and that the full 
potentials of co-operative advertising 
as a marketing tool can be realized. 


New Approach Needed 


But this demands an entirely dif- 
ferent approach to the subject. Re- 
tailer, manufacturer, and the Govern- 
ment, too, should view the advertising 
allowance purely as a vehicle of maker- 
seller co-operation in furthering the 
sale of a product, and it should be quid 
pro quo co-operation, on the table, and 
not under it. 

Fortunately, the on-the-table view of 
manu facturer-retailer promotion is be- 
ginning to spread. Many of the larger 
department stores and chains, instead 
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of using subterfuges, are now telling 
their suppliers outright that they are 
not offering net retail advertising rates. 
Some say frankly that they are charg- 
ing national rates. Others quote specific 
retail rates plus an overage for pro- 
duction and share of the space taken 
by the store’s signature (which, they 
say, adds the store’s prestige to the 
brand's own consumer franchise). 
Some are laying down specific charges 
for special displays, special promotions, 
or participation in store events. 

In the food field, retailers and manu- 
facturers are getting together to bring 
order out of the existing chaos and are 
working on plans to revise the entire 
approach to co-operative advertising so 
that there will be mutuality of benefit. 

A specific example is the action taken 
some time ago by food retailing groups 
in New York, New England, and Cali- 
fornia. Independently of one another, 
the groups set up co-operative advertis- 
ing criteria which might well be studied 
by organizations in the department 
store and other retail fields. Briefly, 
they embody these principles : 


1. Mutual agreement in ad- 
vance by manufacturers and retail- 
ers to the type and degree of co- 
operation by each. 

2. Flexibility in the manufac- 
turers’ performance demands to 
allow for a maximum degree of 
co-operation by both. 

3. Wide range of options so 
that the retailer may use the media 
which will produce the best  re- 
sults for him: newspapers, radio, 
television, shelf displays, window 
signs, preparation and distribution 
of circulars, incentive bonus plans. 

4. Definite agreement and 
proof of performance by retailer 
to earn co-operative funds. 


Even the FTC is trying to clear the 
atmosphere with definitions and guides 
for the manufacturer and retailer to 
follow. As both ends of the marketing 
chain advance their thinking of the co- 
operative promotion medium as an 
open buyer-seller arrangement, com- 
pletely exposed to the light, much of 
the heat of today’s controversy, with 
its resultant name-calling and witch- 
hunting, will simmer down. 

The manufacturer. If, after thor- 
ough analysis, he wants to use the 
medium of advertising-through-the- 
retailer, his attitude must be realistic. 
He should not treat it as a subsidy or 
allowance, but look at it as a purchase 
of the retailer’s promotional facilities, 

The retailer. It’s a mistake to sacri- 
fice his birthright for a mess of pot- 
tage. Sure, he has advertising and pro- 
motion to sell. But selling of advertis- 
ing is not his business. It’s merely an 
accessory to help to sell more of the 
worthy products he would buy even if 
there were no advertising money in- 
volved. Unworthy products~that slide 
in through the back door (through sub- 
sidy) rarely go out through the front 
door. A store is only as strong as its 
merchandise. 

The more the retailer accepts sub- 
sidies for advertising and promotional 
space, the more he is giving away con- 
trol of his store. He becomes not a 
purchasing agent for the consumer, but 
a broker of space and time. Eventually, 
these considerations affect his mer- 
chandising judgment. His customers’ 
wants become secondary to making a 
profit on nonmerchandising activities. 

Of course, we'll have rules, but when 


(Continued on page 167) 


The Retailer — Leader of 


Tomorrow’s Community 


L. T. WHITE AND MED SERIF 


Vice-President-and-Director and Assistant Director, Department of Business 
Research and Education, Cities Service Petroleum, Inc. 


The day is gone forever when the businessman can limit his in- 
terests to his immediate business. His responsibility now is to 
assume the mantle of leadership in his community's affairs. 


Are we nationally a leaderless so- 

ciety? Economists say the balancing 
of strengths of different interests has 
brought us to a state of countervail- 
ance. 
Those who make things want to 
make and sell more. Consumers want 
to pay their bills and use up what they 
have before buying more. 

Labor wants higher wages. Manage- 
ment seeks lower costs. 

Some say: “ We need more educa- 
tion and welfare services.’ Others in- 
sist: “We just can’t pay higher taxes.” 

Will dividends fall and private in- 
vestment cease ? 

Is more inflation the cure for unem- 
ployment ? 

Growth has generally answered these 
questions in the past. In the future, 
America must absorb not only its own 
increasing domestic production but that 
of foreign nations as well. This chal- 


Fall 1959 


153 


lenges American retailers to step up 
sales at an extraordinary rate. 


Need for New Leaders 


Today, the nation awaits leaders who 
will meet these new conditions. In the 
past the problem has been to meet 
men’s needs. We were limited by scar- 
city. Now we must convert surplus 
into wealth, and do it promptly and 
steadily. 

America’s greatest talent is in busi- 
ness. We have 4,300,000 enterprises— 
the great majority of which are re- 
tailers. When farmers and _profes- 
sional men operating on their own are 
included, our nation has over 11,000,- 
000 proprietors and managers. 

When one head of a business falters, 
another takes his place. Each year our 
new business starts exceed the number 
of quits. So the economy grows. 
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The retailer’s credentials are top 
drawer for this job. He deals with 
members of all groups. He _ under- 
stands them and knows how to sell 
to them. He makes friends with those 
who wear white collars and blue col- 
lars; snap brim or iron hats ; Bermuda 
shorts or coveralls. ; 

He deals with employers and employ- 
ees, and those who can’t find any em- 
ployment. He sells the products and 
services of all, to them all. 

He, above any others in the com- 
munity, knows that all crafts and pro- 
fessions, all races and creeds, all ages 
and sexes meet and merge as consum- 
ers. He considers the consumer to be 
king. When he is sympathetic, atten- 
tive, and helpful, he is more widely re- 
spected. In local communities, he can, 
and should be, a leader. 


Meeting Tomorrow’s Challenges 


Our nation was settled by a few ad- 
venturesome people. Now we are 175,- 
000,000 people and the ratio of leaders 
is higher than ever. One of each fifteen 
has the vision, the drive, the discipline 
to start a venture. 

This leadership quality has been de- 
veloped in a democracy by public edu- 
cation and vitalized by competition. 

To meet the new challenges of sur- 
plus, our retail leaders will need extra 
faith and enthusiasm for the American 
system of business. They must have re- 
assurance that the public wants business 
to be conducted as always, but more 
vigorously. 

Evidence of the first comes from an 
informal survey among several thous- 
and middle-class people in metropolitan 
Philadelphia. The second is based on 


trait research which shows how retail- 
ers can produce more sales per promo- 
tional dollar. 

Many retailers are unaware of the 
high respect paid them by people. Too 
many retailers apologize for their prof- 
its. They actually hide their affluence, 

“How would you describe the busi- 
nessman you prefer to patronize?” To- 
day the public prefers to deal with af- 
fluent businessmen. Their comment: 
“We believe he is successful if he is 
prosperous.” 

Why is wealth admired in 1959, 
when it was hated fifty years ago? In 
early America a few men acquired 
wealth but had no idea of how to use it 
to bring good to many. 


The Popularity of Wealth 


These pioneer businessmen were sur- 
prised and hurt by the recriminations 
which were heaped on them. Now the 
problem of how to handle surplus has 
been solved. 

Within three generations of the 
Rockefeller family we have seen a 
steadily growing fortune made to bene- 
fit millions. Where the grandfather is 
said to have been loved by few, the 
grandson is the people’s choice for gov- 
ernor. 

The public admires the retailer’s 
wealth today because they know it will 
soon be made available to the commun- 
ity in educational, cultural, and_phil- 
anthropical projects. 

There is a famous saying: “Show 
me the skyline of a city and I'll show 
you the character of its merchants.” 

Some cities are growing and flourish- 
ing because the leading retailer is using 
the time which his success gives him to 
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serve on committees. He helps rede- 
sign city charters, clear slums, mod- 
ernize old sections, attract new indus- 
try, promote better schools and cultural 
centers. 


We Are in the Business of People 


A business grows and profits when 
the public considers it desirable. Mer- 
chants deal continuously and intimately 
with people. Many say they are in the 
“People” business. Personal relations 
is the vital element. The best business- 
men are those able to make the most 
friends with members of various 
groups. 

In professional language, the busi- 
nessman must learn how to deal with 
various publics. What are these pub- 
lics? They are not columns of statistics. 
They are not faceless forms. They are 
human beings. They are neighbors. 

There are five publics with which a 
businessman deals: Customers, Em- 
ployees, Suppliers, Bankers or In- 
vestors, and the Community. 

How can these people, wearing vari- 
ous hats, be made into friends? The 
answer is to understand them. None 
live in a reservation set aside for their 
particular group. They cross and re- 
cross all boundary lines. An employee 
is often a customer. Buyers are sell- 
ers; savers are investors. They all 
vote and use. 


What the Public Likes 


When the public meets a merchant 
for the first time it considers him on 
trial. It says: “He seems like a nice 
fellow, but let's see how he proves 
out.” 
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The first step in building a successful 
business personality is to know the 
traits which are liked by Customers, 
Employees, Creditors, Suppliers, and 
the Public. Members of each group 
have a different way of showing their 
appreciation. Reading signs that they 
are pleased enables the seller to pro- 
ceed swiftly with little waste motion. 


What Customers Want 


Customers are the most important 
part of any business. It is said they 
are worth $35 a year to the druggist ; 
$140, to the service-station owner. The 
businessman who can control his cus- 
tomers, controls his income. 

Our survey shows that customers 
want a businessman to be helpful, first 
of all. He is expected to be accommo- 
dating, agreeable, courteous, consider- 
ate, friendly, grateful, honest, pro- 
ficient, prompt, and reliable. 

These are the traits which people go 
out of their way to find, and for which 


‘they will pay extra. Buyers say these 


qualities are valuable because they are 
hard to find. Luckily, they are not 
hard to develop. 

People like to do business with 
owners. They pay more than money. 
They give him their good will when 
they tell others about him. They raise 
their own ego by saying—“Tell the 
owner I sent you. He’s a friend of 
mine.”’ Such personally satisfied cus- 
tomers are really the best advertise- 
ments. 


Enthusiastic Employees 


When a small businessman knows 
how to attract and please customers he 
will soon have more work than he can 
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do alone. Then he needs more help. 
He'll first use members of his family. 
Then he will employ others. 

Each employee comes in contact with 
many customers. What they say about 
the boss and his business plays a big 
part in the business. Employees’ rela- 
tives and friends echo how the em- 
ployee feels about his job. 

Employees, first of all, want an em- 
ployer to be generous. They expect 
him to appreciate, promote, develop, be 
helpful, be just, be kind. 

When workers in small business 
work for men who use these traits, they 
produce amazing results. They become 
eager, willing, efficient members of the 
team. 

When businessmen hear compliments 
about their employees they know they 
are pleasing two kinds of people—the 
customer and the employee. 


Co-operative Suppliers 


The smallest business has many sup- 
pliers. To each of these suppliers the 
businessman is a customer. Suppliers 
provide regular and special services. 
Some, they are obliged to give; others, 
they provide on occasion. These extra 
services are available only to the small 
businessman who knows how to win 
them. 

The following traits become valuable 
in securing maximum assistance. Sup- 
pliers go out of their way to help busi- 
nessmen who are enterprising. They 
want men who represent them to be 
competitive, co-operative, fair, inform- 
ative, loyal, progressive, and willing. 

Men who have these traits will re- 
ceive the fullest supplier support. They 
will be treated with deference, They 
will be the first to know of new prod- 


ucts and the best deals. When times 
are difficult, they will be “carried.” 
When goods are in short supply, they 
will be taken care of. 

Businessmen who have established 
good supplier relations have more time 
to spend in cultivating customers, 


Helpful Bankers 


Let’s say our businessman has 
learned how to win friends and in- 
fluence customers, suppliers, and em- 
ployees. His sales, his organization, 
and his inventories are bigger. 

But this growth is embarrassing. He 
is suffering from shortage of capital. 
He must raise money or quit. Then the 
businessman must learn how to impress 
men in finance. He must realize that 
raising capital is another selling process. 
Then he’s ready to know the traits 
which move those who have money. 

Bankers are interested in men who 
are far-sighted. Financiers actually 
compete to help businessmen who are 
accountable, consistent, courageous, ex- 
perienced, frank, profitable, prompt, 
prudent, trustworthy, and watchful. 

When the banker becomes a booster 
for a successful business he, too, will 
proffer many extra services. For ex- 
ample, when the business becomes big, 
he will help find other sources of cap- 
ital. 


An Admiring Public 


Have you ever noticed how pleased 
people are when a business starts? If 
it’s a plant, it’s another place of em- 
ployment. If it’s a store, it offers a 
wider choice of goods. Each new enter- 
prise means the community is growing: 
that all property is more valuable. 
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This, of course, assumes the venture 
will be a credit and not a burden to 
the town. People admire enterprises 
which improve the community. [Every- 
one wants a business to succeed. 

_ The public will do much for the busi- 
ness they like. They offer good will, 
which is a priceless asset. 

Basically, the public likes a business- 
man who is prosperous. They like him 
to be a leader in community affairs. He 
is expected to contribute to worthy 
charities, and to contribute his time 
and energy to community projects. 

Summing up, the public accepts the 
businessman who is active, charitable, 
constructive, democratic, enterprising, 
honorable, leading, optimistic, resource- 
ful, and successful. 

And, as we said earlier, our survey 
shows that people prefer the business- 
man who is a moneymaker. 

“Recognition that the consumer is 
sovereign is the principal reason why 
the American economy is the envy of 
the rest of the world,” said B. Earl 
Puckett, Chairman of the Board, Allied 
Stores Corporation, in the Tobé Lec- 
tures in Retail Distribution. 

How far could this have reached if 
retailers’ leadership had reall’) moved 
forward at the end of World War I? 
During this period there arose a less 
personalized approach to retail mer- 
chandising. The old-time personal mer- 
chants were replaced by statisticians 
offering experts and systems. 

Mr. Puckett wonders what might 
have happened if today’s merchandis- 
ing managers had not become “‘adminis- 
trators of techniques.” What if the 
scientific approach to merchandising 
“had been paralleled by an upsurge of 
emotional, inspirational, imaginative, 
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dramatic appeal to our sovereign—the 
Consumer ?” 

Such practice would certainly raise 
retailing to an even richer plateau than 
it now rests on. Its techniques would 
awaken the imaginations of customers. 
The retailer would then become a true 
leader and director of public opinion. 
As his wealth would increase, the de- 
mands of the community on him would 
grow, and so would his ability to serve. 


New Philosophy of the Retailing 
Organization 


When the retailer has learned how 
to make five friends—customer, em- 
ployee, investor, supplier, and general 
public—his business will grow. It will 
give him the modern products of suc- 
cess. It will provide him with monies 
to devote to public projects. It will give 
him time to spend in public works. 

So, if his business is to grow beyond 
that of mediocre success, the retailer 
must decide on the philosophies which 
will make him revered, as well as re- 
spected. 

The objectives of this new organiza- 
tion which he will build, will be to do 
creative marketing, to widen men’s vis- 
ions, to raise their sights. 

When the retailer has built an organ- 
ization with great creative capabilities, 
he must be ready to utilize the free 
time which his organization gives him 
and the monies which he is able to 
spend. 

Here are some vital tasks awaiting 
the retailer who is ready to assume the 
role of community leadership: 


1. Get into politics—try to bal- 
ance income and the public’s 
expenses. 

Build community credit by 
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cultivating the municipal bond 

buyers. 

Train people to restrain ex- 

penditures which will not pay. 

Make the community retail- 

minded. 

Make the community more at- 

tractive and pleasing. 

Encourage the first citizens 

(those who meet strangers 

first) to be hospitable, gra- 

cious, and helpful. 

7. Educate the young to become 
tomorrow’s entrepreneurs. 

8. Teach business management 
how to raise capital. 

9, Fight to end slums and other 
community blight. 

10. Make the community a more 
hospitable place for new busi- 
ness, 

11. Lead charitable drives. 

12. Work with labor, politicians, 
educational groups, and prop- 
erty owners for the good of 
the community. 


Why Build Good Relations 


There are six reasons for building 
good community relations. Writing in 
Public Relations in the Community, 
Louis Lundborg lists the following : 


1. Business Survival—what peo- 
ple can do by buying or refus- 
ing to buy, or by political ac- 
tion, can hurt or help a 
business. 

2. Business Welfare—what local 
conditions can do for the ef- 
ficiency of business operations 
and to efficiency and morale of 
employees. 

3. Business Promotion—what 
community activities can do to 
create conversation and good 
will for the business 

4. Public Opinion Development 
—this is important because 
state and national legislation 


movements start in community 
groups. 

5. Personal and Family Welfare 
—to provide the most desirable 
place to live and raise a family, 

6. Personal Satisfaction—to grat- 
ify basic human instincts and 
urges by community activity. 


Community Development Leaders 


As the retailer gets his basic training 
in public affairs by taking an active 
part, he will see why he is the leader 
the community needs. 

Let’s say the project is to attract 
more industry to the home town and 
more patrons for its businesses. Some- 
one has to analyze what attracts people 
to a town. In merchandising, they call 
it creating a pleasant image—institu- 
tional advertising. 

Retailers have developed carefully 
tested programs for pulling business, 
This valuable knowledge could be uti- 
lized to influence public opinion. No 
one else has his intuition and _ skill in 
developing. traffic. 

Suppose the taxpayers must be 
urged to vote “Yes” on a new bond 
issue at a higher tax rate. Engineers 
and statisticians are stunned when their 
factually stated needs are defeated. 

Able retailers should take charge of 
the campaign to gain public approval. 
They know how to sell John and Jane 
Doe; how to design a dress that will 
make her more glamorous next Satur- 
day night and make her pay for it by 
reducing her lunch budget. 

Retailers know how to make men do 
without to win kisses from their wives 
and kids. Merchants know how to get 
people to sacrifice today to buy happi- 
ness hereafter. 


(Continued on page 168) 
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The Honor Roll in Retailing at 
New York University 


A Roster of America’s Retailing Leaders 


CHARLES M. EDWARDS, JR. 
Dean, New York University School of Retailing 


Louis Rothschild 


For more than thirty years the New 
York University School of Retailing 
has been honoring leaders in retailing 
from all parts of the country by con- 
ferring upon them honorary member- 
ship in the Alpha Chapter of the Eta 
Mu Pi Fraternity, the only fraternity 
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of its kind in the field of retailing. 
Founded in 1922 in the New York 
University School of Retailing, Eta 
Mu Pi has grown into a national or- 
ganization. 

In keeping with the high standards 
to which it has adhered since its estab- 
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lishment, the Alpha Chapter grants 
honorary membership only to those 
who have made noteworthy contribu- 
tions to the ethics, the science, and the 
practice of retailing. 

When it awards honorary member- 
ships to men and women of outstanding 
accomplishment in retailing, the Alpha 
Chapter presents to the recipients writ- 
ten citations that summarize some of 
the major facts about their achieve- 
ments. In the belief that the careers 
of these distinguished merchants will 


. prove interesting and inspiring to its 


readers, the JOURNAL OF RETAILING 
publishes one or more of these citations 
in each issue. The purpose is twofold: 
(1) to call well-deserved, wider atten- 
tion to the attainments of some of the 
foremost business leaders of our day, 
and (2) to provide a cumulative source 
of information about retailers for 
reference purposes. 

Chosen for recognition in this is- 
sue 1s: 


Louis Rothschild 


Louis Rothschild might be called a 
lawyer without a law office and a re- 
tailer without a store, for his expert 
knowledge and skills in these two pro- 
fessions have contributed to his notable 
success as executive director of one of 
the leading trade associations in the 
retailing field. 

Strangely, however, he started his 
career in neither of these fields. In- 
stead he adopted journalism by going 
to work as a copy boy for the Asso- 
ciated Press. Although he left gram- 
mar school because his grades in spell- 
ing and English were so bad, the copy 


boy was able to develop himself into a 
full-fledged reporter. Today he has a 
reputation as a forceful, persuasive 
writer, 

Mr. Rothschild’s long association 
with retailing began after World War I 
when he joined the office of Fair- 
child Publications in his native city, 
Washington, D.C. Three years later, 
he moved up to manager of the Better 
Business Bureau of Washington. There 
his work involved so many law suits 
that he made up his basic schooling at 
night, took his Law degree at George 
Washington University, and was ad- 
mitted to the bar in 1933. Despite the 
demands of this round-the-clock work 
schedule, he found the time to court 
and marry Dorothy Cohen. Their son 
has followed in the father’s early foot- 
steps as a journalist. 

With his background in retail trace 
association problems, Louis Rothschild 
opened his own specialized law office. 
Among his clients was the National 
Association of Retail Clothiers and 
Furnishers. When this organization 
hit a financial depression with only six 
hundred members, Lou Rothschild 
moved in as its Executive Director. 
Under his dynamic leadership, the 
number of members has quadrupled. 
Today these 2,400 men’s clothing stores 
comprise an impressive and powerful 
influence in their industry. As a fre- 
quent witness before Congressional 
committees, Mr. Rothschild is an 
ardent champion of—and an eloquent 
spokesman for—all branches of the re- 
tailing industry. 

Louis Rothschild works closely with 
the New York University School of 
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Retail Operating Ratios* 


Departmental Merchandising and Op- 
erating Results of 1958, by Sam 
Flanel. New York: Controllers’ 
Congress, National Retail Mer- 
chants Association, 1959, xxiv plus 
215 pages. $9.75 to N.R.M.A. 
members, $14.75 to nonretailers, 
and $22.50 to retailers who are not 
N.R.M.A. members. 


Despite a slight erosion in gross margin 
and a small rise in total expense, a significant 
gain in what the trade calls “other income” 
kept department-store profits on an even keel 
during 1958, according to the thirty-fourth 
annual study of Departmental Merchandising 
and Operating Results, by the N.R.M.A.’s 
Controllers’ Congress. Thus department 
stores performed relatively well during 1958 
in view of the light depression that prevailed 
in business generally during the first half of 
that year. 

Total store profit (after federal income 
taxes) amounted to 2.75 per cent of sales in 
1958 as against 2.8 per cent in 1957. How- 
ever, net profits from merchandising opera- 
tions dipped from 2.55 to 2.4 per cent. “Other 
income” rose from 3.05 to 3.25 per cent, no 
doubt reflecting the increased proportion of 
installment sales, 16.5 per cent i: 1958 and 
15.0 in 1957. 

This rise in installment sales reflected a 
decline in nonincome-producing charge ac- 
counts rather than an increase in the propor- 
tion of total credit sales. In fact, cash sales 
increased from 37.5 to 38 per cent of total 
sales. Charge sales declined from 44 to 42 
per cent, whereas C.O.D. and layaway held 
steady at 3.5 per cent. 

This gain in installment accounts, therefore, 


*Unless otherwise indicated, Operating Ratio re- 
ports were prepared by Herman Radolf. 
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probably reflects the conscious decision of 
store managements to bring a higher propor- 
tion of credit sales into the income-producing 
category. Should this trend continue, it would 
be important to note whether or not the cur- 
tailment of free charge account privileges 
will eventually affect total store volume. 
Last year, sales recorded a slight gain, 1.3 
per cent. But sales per square foot of selling 
space dipped to the lowest point in ten years. 
The $90 a square foot produced in 1958 com- 
pared with $91.35 in 1957 and $98 in 1955. This 
trend no doubt reflects the expansion of sell- 
ing space via branch stores and may there- 
fore reverse itself as the new units become 
better established in their trading areas and 
add sales volume. Stockturns were a shade 
better at 3.85 compared to 3.8 last year, but 
not nearly as good as the 4.4 turns recorded 
in 1949. Here again, the situation may reflect 
the branch expansion with its attendant re- 
quirement for larger inventory investments. 
Expenses slipped back another notch, from 
33.65 to 33.85 per cent of sales. Ten years ago 
the figure had been 32.5 per cent indicating 
that department stores have still to come to 
grips with this most insistent of all problems. 
One area in which department stores have 
made gains over the past decade is the share 
of the market they have obtained. In 1949 
they achieved 27.1 per cent of the total sales 
for department-store-type merchandise. Last 
vear the figure came to 28.1 per cent. 
However, in the home furnishings category, 
department stores were still behind their 1949 
pace. Then they accounted for 22.3 per cent 
of total sales of this type merchandise, 
whereas they did only 20.5 per cent in 1958. 
However, the 1958 performance was a definite 
improvement over the 19.2 per cent of 1954. 
This year 394 companies operating 531 
stores with aggregate sales of better than $4.5 
billion contributed data to the report. 
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Fairchild’s Financial Manual of Retail 
Stores, issued by the Business 
Book Division, New York: Fair- 
child Publications, Inc., 1958, 95 
pages. $10. 


Operating and satistical data on more than 
240 retail organizations for their 1958 fiscal 
year are contained in the thirty-second an- 
nual edition of Fairchild’s Financial Manual 
of Retail Stores. Companies in the depart- 
ment-store, specialty-store, variety-chain, 
home furnishings, mail-order, shoe, footwear, 
drug, and food and supermarket fields are 
covered. 

The compilation includes ten years of sales 
and profits for each company, gives the num- 
ber of stores operated, and lists officers and 
directors. 

Contents are alphabetically indexed, and 
data are grouped so that companies are ar- 
ranged alphabetically within their business 
categories. 


Operating Results of Department and 
Specialty Stores in 1958, by Mal- 
colm P. McNair. Boston: Harv- 
ard University Graduate School of 
Business Administration, Division 
of Research, 1959, viii plus 86 
pages. $6.00. 


Large department stores had better profits 
in 1958 than did the smaller ones. This is one 
of the findings of the thirty-ninth annual study 
of Operating Results of Department and Spe- 
cialty Stores, by the Harvard Graduate 
School of Business Administration Division 
of Research. 

The finding holds true whatever the meas- 
urement. For example, stores doing better 
than $50 million a year earned more than 6.5 
per cent in sales before taxes and 3.1 per cent 
after taxes. In the under one-million-dollar 
category, none of the stores was able to do 
as well as 3 per cent, before taxes. 

Based on average cost inventory, stores 
doing more than $50 million earned 52 per 
cent. Stores doing less than $250 thousand 
earned only 7.5 per cent on the same basis, 
those doing between $250 and $500 thousand 
earned 11 per cent, and those doing between 
$500,000 and $1 million earned 14 per cent. 
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Moreover, this progression maintains itself by 
volume group, indicating that the bigger re. 
tailers,whatever their other problems, are able 
to make their inventory investments work far 
more efficiently than the smaller ones. 

Compared to the 1957 showing, department- 
store profits were down but slightly, from 28 
to 2.75 per cent of sales, after taxes, and from 
6.0 to 5.5 per cent of investment before taxes, 

The report termed this a creditable per- 
formance, stating, ‘That such a result should 
have appeared in a year of fairly marked 
business recession and substantial unemploy- 
ment is a testimony both to the consumption- 
oriented character of the business recovery in 
the second half of 1958 and to the strength of 
the built-in safeguards against cyclical decline 
which our economy now possesses.” 

The Harvard Graduate School of Business 
Administration Division of Research also 
found encouraging signs in the expense pic- 
ture. It said on this point: “The weighted 
average total expense ratio of 33.85 per cent 
of net sales in owned retail and cost selling 
departments constitutes surprisingly little ad- 
vance over the 1957 rate of 33.75 per cent. 
Nevertheless, it represents the highest cost of 
doing business that has been recorded for de- 
partment stores since 1940. Since dollar sales 
in owned retail and cost selling departments 
increased only 1.3 per cent, it is little short of 
amazing that the total expense ratio went up 
only Mo of a percentage point. The experience 
of recent years had indicated that at least a 
4 or 5 per cent increase in dollar volume was 
necessary to hold the expense rate con- 

Breaking down the natural expense di- 
visions, the report showed that a drop in pay- 
roll from 18.25 to 18.0 per cent of sales was 
most significant. “Apparently,” it said, “some 
store managements are finding ways of in- 
creasing productivity.” However, a rise from 
2.8 to 2.95 per cent in real estate costs made 
major inroads into this saving. 

This increase no doubt reflected higher 
costs of new construction and renovation. The 
other changes in no instance amounted to 
more than ‘0 of 1 per cent of sales, and there 
were more cases of no change or decrease 
than there were of increase. 

Contributing to the report this year were 
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331 department-store companies and 121 de- 
partmentized specialty-store concerns, repre- 
senting a total of 804 individual stores with 
aggregate sales of approximately $5 billion. 


30th Annual Business Survey, National 
Association of Retail Clothiers and 
Furnishers Combined with 15th 
Annual Men’s Wear Magazine 
Survey of Operating Experience. 
New York: Fairchild Publica- 
tions, 1959, 54 pages. 


Although sales practically equalled 1957 and 
gross margin advanced, net profits of men’s 
wear stores declined in 1958 as a result of the 
rise in total operating expense. 

The net profit decline was the second in two 
years. Net after taxes in 1958 amounted to 
2.8 per cent of sales as against 3.0 per cent 
in 1957 and 3.5 per cent in 1956. 

Gross margin rose from 34.1 per cent to 
34.5 per cent. Total expenses increased from 
31.9 to 32.1 per cent of sales. 

Measured on net worth, net profits 
amounted to 10 per cent. No comparison is 
available with this figure, since it is included 
for the first time in this report. 

In a special analysis of sales and mark- 
downs by merchandise category, the report 
showed the following: In stores handling 
men’s and boys’ wear only, men’s clothing 
accounted for 47 per cent of sales and showed 
8 ver cent of sales as markdowns; men’s fur- 
mshings provided 33 per cent of sales and 
also had an 8 per cent markdown rate; men’s 
and boys’ shoes made up 7 per cent of sales 
and had an 11 per cent markdown rate; boys’ 
clothing and furnishings provided 14 per cent 
of sales and showed a 9 per cent markdown. 

In men’s wear stores handling women’s 
wear, men’s clothing did 39 per cent of total 
volume and showed an 11 per cent mark- 
down; men’s furnishings and accessories did 
27 per cent of the volume and had an 11 per 
cent markdown rate; men’s and boys’ shoes 
did 7 per cent of total volume and had a 17 
per cent markdown rate, boys’ clothing and 
furnishings accounted for 7 per cent of vol- 
ume and showed 10 per cent in markdowns; 
women’s apparel did 18 per cent of the sales 
and had 11 per cent in markdowns; women’s 
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accessories and shoes amounted to 6 per cent 
of sales and experienced a 10 per cent mark- 
down. 

This annual survey is made by the New 
York University School of Retailing in co- 
operation with the National Association of 
Retail Clothiers and Furnishers. It is financed 
under a grant from Men’s Wear Magasine. 
Data for the study were contributed by 225 
stores. 


Hotel Operations in 1958. New York: 
Horwath and Horwath, 1959. 40 
pages. 

Hotels, particularly the smaller transient 
hotels, had a poor but not a disastrous year 
during 1958, according to the twenty-seventh 
annual study of Horwath and Horwath, hotel 
accountants and consultants. 

The report is based on the performance of 
100 hotels. It shows breakdowns for 20 
transient hotels with less than 250 rooms, 30 
transient hotels with betwen 250 and 500 
rooms, 25 transient hotels with more than 
500 rooms, and 25 residential hotels. Profits 
declined in all groups whether measured by 
the number of times average room rate, num- 
of times taxes, or ratio to sales. 

In the smallest hotels the profit amounted 
to 10 per cent of total sales in 1958, 13 per 
cent in 1957, and 15 per cent in 1956. In the 
same years the progression of profits in 
medium-sized hotels went from 17 per cent to 
19 per cent. The largest transient hotels, on 
the other hand, earned 22 per cent on total 
sales in 1958, 21 per cent in 1957, and 22 per 
cent in 1956. Residential hotels earned 21 per 
cent of total sales in 1958, 23 per cent in 1957, 
and 23 per cent in 1956. 

Measured against the fair value of the prop- 
erty, the 100 hotels in the 1958 report earned 
6.21 per cent. Net earnings after taxes came 
to 4.69 per cent compared to 4.83 per cent in 
the preceding year. (Only about 24 per cent 
of earnings for the group were paid out in 
taxes since some of the hotels suffered 
losses. ) 

Other statistical 
showed : 


1.. Average room occupancy in the hotels 
was the lowest since World War II 
(Continued on page 167) 


findings in the study 
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Book Notes* 


Autoniation and Society, edited by 
Howard Boone Jacobson and 
Jeseph S. Roucek. New York: 
Philosophical Library, 1959, 553 
pages. $10.00. 


The thesis of this book is, “automation is 
far more than a mere technological accom- 
plishment ... it is, rather, an intellectual 
and social challenge, heavy with promise and 
with problems.” In confirming this thesis, the 
authors present articles by 32 writers who 
examine the possible impact of automation on 
the several facets of our society. These writ- 
ings are generally classified under four broad 
headings: (1) evolution of the concept and 
method of automation, (2) application of au- 
tomation to critical industries in the Ameri- 
can economy, (3) meeting the challenge of 
automation, and (4) the problem created by 
automation in the areas of education, leisure, 
policies, business, public administration, and 
elsewhere. A final chapter by two Russian 
authors describes automation in the Soviet 
Union. 

The volume also includes a glossary of 
automation terms and 37 short case histories 
centering around the progress of automation 
in the United States and Canada. 

Howard Boone Jacobson is chairman, de- 
partment of industrial journalism and jour- 
nalism, and Joseph Roucek is chairman, de- 
partments of sociology and political science, 
at the University of Bridgeport. 


Budgeting: Principles and Practice, by 
Herman C. Heiser. New York: 
The Ronald Press Company, 1959, 
x plus 415 pages. $10.00. 


The thesis of this volume is that “Budget- 
ing, as a management tool, has assumed a 
major role in the management function.” 
The subject matter, divided into three 


* Unless otherwise noted, Book Notes were pre- 
pared by T. D. Ellsworth. 
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broad areas, deals with the problem of pro- 
viding an effective means of communication 
among management personnel for the pur- 
pose of evaluating proposed plans of 
action, devising a co-ordinated program of 
operation, obtaining all requisite approvals, 
and directing many activities toward the ac- 
complishment of predetermined goals. It also 
treats the problem of formulating managerial 
policies and the control of both current opera- 
tions and future plans and policies. To 
demonstrate the scope of budgeting and the 
interrelationship of the various segments of 
the over-all budget, a budget in final form is 
presented for a hypothetical company, and 
each segment of this budget is examined in 
relation to the over-all budget. 

Mr. Heiser is a C.P.A. and a partner of 
Lybrand, Ross Brothers and Montgomery. 
He is also Director of Electronic Data Proc- 
essing for his firm. 


Kings of Fashion, by Anny Latour. 
New York: Coward-McCann, 
Inc., 1959, 270 pages, illus. $5.00. 


The story of fashion, a dynamic force in 
France for over two hundred years, has been 
dramatically, interestingly, and factually pre- 
sented by Anny Latour. How did Haute 
Couture become such a force? What events 
made Paris the center of the fashion world? 
What contributions have Worth, Chanel, 
Schiaparelli, Vionnet, Lanvin made to the 
dominance of fashion? What goes on behind- 
the-scenes in the world’s fashion capital 
today? How does Haute Couture meet the 
challenge of mass production? 

This easily read book not only answers 
these questions, but also introduces one to the 
fabulous fashion era of Marie Antoinette; to 
her milliner, Rose Bertin, who created the 
elegant gowns and headdresses she wore; to 
Josephine and the Napoleonic era; and to sub- 
sequent generations, climaxed by _ the 
eminence of such fashion notables as Chris- 
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tian Dior, Jacques Fath, Balenciaga, and 
Balmain. The author re-creates not only the 
atmosphere of the period but also vividly re- 
counts tales of the persons who made fashion 
famous. 

Of particular interest are the accounts of the 
seamstresses (midinettes), the workrooms, 
the saleswomen (vendeuses), the account- 
ants, the mannequins who participate in the 
activities of the individual fashion houses. 
The author explains the complex financial 
structure of this French industry. She also 
describes how French fashions are bought at 
the showings, translated by Seventh Avenue 
for the American women, and how piracy 
oftentimes plagues the industry. 

For retailers, manufacturers, designers, ad- 
vertisers, educators, and students interested 
in the “fashion field,” this is a delightfully 
written, authentically documented history of 
the development of French supremacy in 


fashion. 
K. R. 


Managerial Economics: — Decision 
Making and Forward Planning, 
by Milton H. Spencer and Louis 
Siegelman. Homewood, Illinois: 
Richard D. Irwin, Inc., 1959, xiv 
plus 454 pages. $6.75. 


This volume defines business economics “as 
the integration of economic theory with busi- 
ness practice for the purpose of facilitating 
decisions and forward planning by man- 
agement.” Management is urged to make 
decisions and do forward planning by for- 
mulating problems in a conceptually quantita- 
tive manner capable of numerical solution. 
The subject matter is treated under two 
broad, general areas: (1) Uncertainty and 
Prediction and (2) Adjustment to Uncer- 
tainty. Among the uncertainty areas covered 
in the volume are profit, demand, production, 
cost, pricing, competition, and capital manage- 
ment. The book provides an extended treat- 
ment of graphic correlation and discussion 
of the role of correlation analysis in economic 
measurement and forecasting. 

Dr. Spencer is associate professor of busi- 
ness administration, Wayne State University, 
and Dr. Siegelman is with the First National 
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Bank of Chicago and lecturer in finance, 
Northwestern University School of Business. 


Merchandising Home Goods, by Joseph 
N. Lehmann. Chicago: National 
Retail Furniture Association, 
1958, 283 pp. $12.00. 


Recognizing that the growing importance 
of the home furnishings industry and the con- 
current need for better merchandising re- 
quires “the greatest of professionalism .. . 
for continued profits and progress,” Mr. 
Lehmann has written a book with sound mer- 
chandising principles, useful as both a “refer- 
ence work” and a textbook. It is directed to 
owners or managers of the complete home 
furnishings store in the medium-volume 
bracket and above. The text covers the work 
to be done in buying, merchandising, analyz- 
ing, developing, promoting, displaying, and 
advertising. Branch stores, chain stores, and 
the operation of contract departments are cov- 
ered. 

The author’s keen awareness of the im- 
portance of the customer—and the resultant 
need to know and to understand the customer 
in the community—sets the keynote of the 
book. He challenges the reader also to con- 
sider the contribution of the well-trained em- 
ployees and to determine their functions 
thoughtfully. He stresses the need to ascer- 
tain the basic merchandising policies and the 
general policies by which the store will be 
known in the community. The detailed de- 
scriptions given about the handling of orders, 
shipments, freight costs, unit control records, 
warehouse records, and model stocks testify 
to the extensive experience of the writer. 
Further sections on how to prepare for the 
market trip, strengthening a weak depart- 
ment, pioneering in merchandise leadership, 
and inventory problems are replete with help- 
ful hints to merchants. 

For the seasoned retailer, this book will 
serve as a check list. For the relative new- 
comers, it can stimulate thinking, point to 
accepted methods of achieving sales increases, 
balanced stocks, good assortments, and new 
merchandising concepts. For every store 
merchandising home goods and for every 
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neophyte to the home furnishings field, this is 
a helpful and a handy reference book. 
K. R. GILLEsPIE 


Retailing: Principles and Methods, 5th 
ed., by Delbert J. Duncan and 
Charles F. Phillips. Homewood, 
Illinois: Richard D. Irwin, Inc., 
1959, xvii plus 793 pages. $7.50. 


This latest edition of a standard text in re- 
tailing embodies several changes from pre- 
vious editions. First, it includes an entirely 
new chapter titled, “Epilogue: Ferment in 
Retailing.” Then, there are two partly new 
chapters, “Retail Sales Promotion: Special 
Forms” and “The Retail Inventory Method 
and Merchandise Management Accounting.” 
It also treats new concepts and developments 
in retailing, included among which are shop- 
ping centers and the general decentralization 
of shopping areas; store layout with special 
emphasis on self-selection and self-service ; 
branch store organization, ownership groups ; 
expense center and production unit account- 
ing; and Sunday selling. 

Generally, statistical material the 
Supplementary Readings at the end of each 
chapter have been updated. 

Dr. Duncan is professor of marketing, 
School of Business Administration, Univer- 
sity of California and Dr. Phillips is presi- 
dent, Bates College. 


Salesmanship: Principles and Prac- 
tices of Professional Selling, 2nd 
ed., by Alfred Gross. New York: 
The Ronald Press Company, 1959, 
viii plus 580 pages. $7.00. 


The second edition of this volume follows 
the same over-all plan of organization of ma- 
terial as its predecessors. Generally, it dis- 
tinguishes between the “order taker” and the 
professional salesman; emphasizes the im- 
portance of market research to effective sales 
programs; and explains the role of the sales- 
man in the marketing structure. The subject 
matter is divided into four broad areas: (1) 
The Creative Concept of Salesmanship, (2) 
Basic Training for Salesman, (3) Practical 
Salesmanship, (4) Keeping the Customer 
Sold, and (5) Improving Efficiency. 

Dr. Gross is professor of marketing, New 
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York University School of Commerce, Ac- 
counts, and Finance. 


Sales Management: Decisions, Policies 
and Cases, by Richard R. Still and 
Edward W. Cundiff. New York: 
Prentice-Hall, Inc., 1959. xiv plus 
722 pages. $7.95. 


This volume defines the role of sales execu- 
tives and treats activities such as marketing 
research, pricing, and distribution as they re- 
late to sales management. The subject matter 
is covered under the major headings: (1) 
General Responsibilities of Sales and Mar- 
keting Executives, (2) Sales Force Manage- 
ment, (3) Marketing Management: Fact- 
Finding and Merchandising Aspects, and (4) 
Marketing Management: Planning, Co- 
ordination, and Control. The text material is 
supplemented with sixty case histories. 

Richard Still is chairman, department of 
marketing, College of Business Administra- 
tion, University of Texas, and Edward Cun- 
diff is assistant dean and associate professor 
of marketing, College of Business Adminis- 
tration, Syracuse University. 


Wholesaling, 3rd ed., by Theodore N. 
Beckman, Nathaniel H. Engle, 
and Robert D. Buzzell. New 
York: The Ronald Press Com- 
pany, 1959, xvi plus 705 pages. 
$8.00. 

This volume is designed primarily for col- 
lege courses in wholesaling. The new, third 
edition is somewhat changed from its prede- 
cessors. First, it places greater emphasis on 
the managerial viewpoint. Next, it includes 
new chapters on Productivity and Efficiency 
in Wholesaling; Establishing a Wholesale 
Enterprise; Financing a Wholesale Enter- 
prise; Stock Turnover and Merchandise 
Planning, and Performance Measures and 
Standards. It also treats value added and 
the latest developments in materials handling, 
cost accounting, and electronic data process- 
ing. 

Theodore Beckman is professor of business 
organization, Nathaniel Engle is professor of 
marketing, and Robert Buzzell is assistant 
professor of business organization. All of the 
authors are associated with the Ohio State 
University. 
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Co-operative Advertising 
(Continued from page 152) 


you approach the problem from the 
buyer-seller angle, rather than from 
the beggar-giver angle, the entire legal 
philosophy of the Robinson-Patman 
Act and the FTC interpretation will 
undergo a change. 

A realistic approach to the problem 
recognizes : 


1. That the retailer, in addition 
to his function as a buyer of mer- 
chandise, has now assumed the 
function as a seller of rides in a 
promotional vehicle. 

2. That some manufacturers 
are willing and often anxious to 
pay for their tickets, even at full 
rate. 

3. Buying retail promotion fa- 
cilities is full of pitfalls for the 
manufacturer, and selling retail 
promotion holds dangers for the 
retailer, but these obstacles can be 
minimized if not avoided. 

There can be no blanket solution to 
the problem of “co-operative advertis- 
ing.” Every businessman must weigh 
the facts and decide how such a policy 
will fit into his long-range plans. But 
once decided, it must be considered an 
open and above-board arrangement and 
not an under-the-table handout. 

If the producer, the retailer, and the 
Government approach the problem 
from this angle, promotional bootleg- 
ging and black-market subsidies can be 
reduced to a minimum, and the ad- 
vertising allowance can really become 
a marketing tool, mutually profitable to 
maker and seller. 
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Scientific Approach to Retail 
Pricing 
(Continued from page 132) 

the modern age. Pricing is on its way 
to becoming a science. It is not yet an 
exact science and may never become 
one, but it is a scientific process, never- 
theless, because it deals with variables. 
It is hoped that the procedure illus- 
trated in this presentation will serve 
to advance the development of the 
science of pricing merchandise at retail. 


Retail Operating Ratios 


(Continued from page 163) 


2. Profits from operations were the lowest 
since 1941 

3. The drop in room occupancy caused a 
decrease in room sales even though average 
room rates were the highest ever recorded 

4. The proportion of food sales to room 
sales declined over-all 

5. Beverage sales were lower in ratio to 
food sales except in the small transient hotels 


Commenting on the plight of the smaller 
hotels, the report said: “Our analysis of the 
operating results of the small hotel empha- 
sizes that small hotels are not doing as well 
as formerly and that the smaller the hotel, 
the poorer are its results. But the situation 
is not hopeless. In fact, many small hotels 
have successfully met the challenge of in- 
creased competition and rising costs. Efficient 
management and sensible rate structures have 
made possible a break-even point at low oc- 
cupancies.” 
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Honor Roll in Retailing 
(Continued from page 160) 


Retailing on two significant projects. 
The first is a Survey of the Operating 
Results of Men’s Wear Stores, an an- 
nual study conducted by the School for 
the N.A.R.C.F. with the editorial and 
financial support of Men’s Wear maga- 
zine. The second project is a seminar 
in Men’s Wear Store Management. 
Thanks to Louis Rothschild’s active 
co-operation and wise prestige, this 
project enlists men’s wear retailers 
from all over the country for two 
weeks every January. Here the partici- 
pants attend lectures by faculty mem- 
bers and leaders in the field, and engage 
in round-table refresher discussions. 
For his initiative in sponsoring such 
close co-operation between the retail- 
ing industry and education and for 
his far-reaching influence in his field, 
the Alpha Chapter of the Eta Mu Pi 
Fraternity is proud to have Louis 
Rothschild as an honorary member. 


Retailer—As Community Leader 
(Continued from page 158) 


Why Cities Flourish 


When some cities flourish and 
others decline, merchants know that in 
the first, an enlightened attitude has 
been ignited; in the second, the spark 
is dying lack of rekindling. 

Another Tobé lecturer, Richard C. 
3ond, president, John Wanamaker 
Company, of Philadelphia, put it this 
way: “....a city, in order to survive, 
must provide for a richer life for peo- 
ple who seek to live, work, and do 
business there. 

“One of the biggest pluses at work 


in some of America’s great cities is the 
new community development organiza. 
tions which have been created to deal 
with community problems. I have ip 
mind such groups as The Alleghany 
Conference in Pittsburgh, Pennsyl- 
vania; the Greater Trenton Council ip 
Trenton, New Jersey ; and the Greater 
Philadelphia Movement, in my own 
community. 

“The case study of Philadelphia has 
one extremely important lesson for all 
of us,” Mr. Bond declared. He said 
the day has passed when the retailer, 
the manufacturer, or the banker could 
limit his interests only to his own busi- 
ness. “In his own self-interest, he has 
a new duty to participate in his com- 
munity’s civic affairs.” 


The nation’s universities are recog. 


nizing this need. In Philadelphia, one 
of the schools is co-operating with the 
Greater Philadelphia Movement to 
train corporation executives to take 
part in civic affairs. 


Homage to Retailers 


Today’s economic and legislative | 


forces have opened a major vacuum 
for community leadership. It is to the 
retailer’s interest to step in and take 
hold. 

The retailer will need enterprise, 
capital, and vision to build both his 
community and his business. As he 
succeeds, he will create in the minds of 
men the respect and reverence which 
great leaders deserve. 


One day people will make pilgrim 


ages across the land to bow respectfully 
at the monument of some great retailer, 
as they now pay homage to our earlier 
military and political leaders. 


